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1. Introduction 


My name is Claire Enders, and I am the CEO of Enders Analysis, an international 


provider of research, analysis and advice on telecommunications, media and technology.  Enders 


Analysis has a long track record of, and is a respected source for, analysis of the music industry, 


with a focus on digital music.  I received a Bachelor’s degree with honors in History from Yale 


University in 1979 and a MBA from the London Business School in 1984.  A copy of my CV is 


attached as Exhibit A.   


I have worked in the media and entertainment industries for over 20 years.  From 1985 


through 1986, I was the Head of Business Development for The Virgin Group, a U.K.-based 


media company focusing on entertainment, music and travel services, and the owner of the 


Virgin Megastores, an international chain of music stores, and Virgin Records, the well-known 


recording label (now owned by EMI Group plc).  In that capacity, I was responsible for the 


development of the Group’s media activities, including investments in new media. 


In 1986, I became the Director of Marketing for Superchannel, a pan-European satellite 


television channel then owned by the ITV companies, where I was responsible for 


Superchannel’s commercial strategy.  In 1989, I became Director of Corporate Development at 


TVS Entertainment, the former ITV broadcaster for the South and the South-East of England, 


where I was responsible for group strategy, corporate development and related regulatory issues. 


In 1992, I joined Thorn EMI plc, then the corporate parent of EMI Music (the record 


company), EMI Music Publishing and the owner of HMV, a major music retailer.  As the 


company’s Corporate Development Manager, I was responsible for advising the Chairman, Chief 


Executive and Group Finance Director, on major strategic issues facing the company as a whole.  


I concentrated on new technologies and the resulting changes for the music industry.   
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In 1994, I was seconded from Thorn EMI plc to be the Special Advisor on broadcasting 


policy for the U.K. Department of Trade and Industry, the department of the U.K. government 


responsible for, among other things, trade, business, and consumers, and (at the time) the 


regulation of U.K. broadcasting. 


I founded Enders Analysis in 1997 to provide the leaders of major companies with high 


quality, independent research.  The firm’s roster of 110 subscribers includes media companies 


and content providers such as The Walt Disney Corporation, Time Warner, Vivendi, EMI and 


Sony BMG, as well as major financial institutions such as Citigroup, JP Morgan and Kohlberg 


Kravis Roberts & Co.1  The Financial News Survey of Independent Research, conducted in 


February 2005, cited Enders Analysis as a leader in our sector in the U.K. 


I have been retained by the U.K.’s Mechanical-Copyright Protection Society Limited, the 


Performing Right Society Limited and the British Academy of Composers and Songwriters, to 


provide expert witness testimony before the U.K. Copyright Tribunal in the Matter of References 


Under Sections 119, 121 and 126 of the Copyright, Designs and Patents Act of 1988.  This 2006 


U.K. proceeding concerns the mechanical royalty rates applicable to online and mobile music 


services, and webcasting services, supplied to consumers for private use in the U.K.  I submitted 


two expert reports and one supplemental report to the U.K. Copyright Tribunal in connection 


with that proceeding.  The U.K. Copyright Tribunal returned its decision in July 2007. 


My work on this report has been performed with the assistance of my colleagues and staff 


at Enders Analysis.  I am being compensated at the rate of $675 per hour for my independent 


analysis in this matter, and my colleagues are being compensated at their standard rates. 


                                                   
1  A more complete description of Enders Analysis and its subscribers is available on www.endersanalysis.com. 
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References to sources are contained in the footnotes.  Where I have used news releases or 


articles published in the press, I have included the full citation in the relevant footnote.  Where I 


have obtained information from a website, I have included the full address of the website, and 


the latest verifiable access date for the material.  Lists of the data and other information I have 


considered in connection with my initial report and this amended report are attached as Exhibit B 


and Exhibit B-Amended, respectively, and the documents containing such data and information 


are Exhibits CO 701 to CO 753, and Exhibits COA 300 to COA 335 and COA 400 to COA 488, 


which are incorporated herein. 


2. Scope and Structure of This Report 


I submit this report in support of the compulsory license fee rate proposal presented by 


National Music Publishers’ Association, Inc. (“NMPA”), the Songwriters Guild of America 


(“SGA”), and the Nashville Songwriters Association International (“NSAI”) (collectively with 


NMPA and the SGA, the “Copyright Owners”).   


I understand that the Copyright Owners’ proposal is as follows:   


• For physical phonorecords, a penny rate equal to the greater of 12.5 cents per track or 


2.40 cents per minute of playing time or fraction thereof, with a periodic adjustment 


for inflation as measured by the Consumer Price Index (“CPI”); 


• For permanent downloads, a penny rate equal to the greater of 15 cents per track or 


2.90 cents per minute or fraction thereof, with a periodic adjustment for inflation as 


measured by the CPI; 


• For limited downloads, a rate equal to the greatest of: (i) 15 percent of music provider 


revenue attributable to music; (ii) one-third of the amount paid for rights to musical 


compositions and sound recordings (the “music content”); or (iii) $0.0033 per use or 
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$0.00064 per minute of playing time or fraction thereof, subject to a periodic 


adjustment for inflation as measured by the CPI;  


• For interactive streams, a rate equal to the greatest of: (i) 12.5 percent of music 


provider revenue attributable to music; (ii) 27.5 percent of the amount paid for rights 


to music content; or (iii) $0.00275 per use or $0.00053 per minute of playing time or 


fraction thereof, subject to a periodic adjustment for inflation as measured by the CPI; 


and 


• For ringtones, a rate equal to the greater of: (i) 15 percent of music provider revenue 


attributable to music; (ii) one-third of the amount paid for rights to music content; or 


(iii) 15 cents per ringtone subject to a periodic adjustment for inflation as measured 


by the CPI. 


I have been asked specifically to provide my opinion as to whether the Copyright 


Owners’ proposal for setting compulsory license fees under Section 115 of the Copyright Act for 


digital phonorecord deliveries (“DPDs”) at rates higher than that set for physical phonorecords is 


appropriate.  In evaluating this question, I have been asked to examine the U.S. digital music 


market, including the markets for permanent downloads, limited downloads, interactive streams 


and ringtones.2  


A summary of my conclusions is set forth in Section 3 of this report.  Section 4 of this 


report concerns the development of the U.S. digital music market.  Section 5 focuses on the 


                                                   
2  A “permanent download” is a digital delivery of a sound recording of a musical work that is not limited in 


availability for listening by the consumer either to a period of times or number of times the sound recording can 
be played.  In contrast, a “limited download” is a digital delivery of a sound recording of a musical work 
available for listening by the consumer for a limited period of time or a limited number of times.  An 
“interactive stream” consists of the digital delivery of a sound recording of a musical work, using streaming 
technology, in response to a consumer’s request.  A ringtone is a digital music file or excerpt of a sound 
recording of a musical work up to 30 seconds in length, downloaded to a mobile phone or similar device to 
personalize its ring. 







 


5 
 


current state of the U.S. digital music market, focusing in particular on digital music consumers, 


market data, music providers and the costs of producing and distributing digital music.  Section 6 


sets out growth projections for the U.S. digital music market for the period ending in 2012.  


Section 7 sets forth my conclusions and the reasons for those conclusions in greater detail. 


I have amended this report to reflect new information made available to me since I 


submitted my initial report on November 29, 2006, including information disclosed in discovery 


to date.  I understand that additional materials may be disclosed as a result of discovery orders 


issued by the Copyright Royalty Judges after the submission of this report.  Accordingly, I 


reserve the right to amend or supplement my analyses and conclusions based on that additional 


information.  It is my understanding that, under the regulations governing this proceeding, the 


amendment of my report is limited to consideration of material that was received by the 


Copyright Owners in discovery.  Accordingly, I have amended my report on the basis of those 


materials.  I am aware, however, that additional public information has become available since 


my initial report and will likely become available in the future, and I reserve the right to modify 


my testimony based on such information. 


3. Summary of Conclusions 


None of the discovery information that I have reviewed since the submission of my initial 


report alters the central conclusions set forth in that report.  On the contrary, the information I 


have reviewed confirms that the Copyright Owners’ proposal that the mechanical royalty rate for 


DPDs be set at a rate that is higher than that set for physical phonorecords is appropriate for a 


number of reasons, including: 


1. Increased Value of Digital Music – Today, there is a thriving U.S. market for 


digital music.  The digital music market has expanded rapidly and is poised for 


increased growth due in part to the increased value of digital music to consumers.  
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As discussed below in Section 5.2, U.S. consumers are able to identify a number 


of attributes of DPDs that provide them with value, and which are not available 


on purchases of physical phonorecords, including the ability to purchase only the 


hit song without purchasing the rest of the album, i.e., the ability to “cherry-pick,” 


increased convenience, and immediacy of purchase.  Accordingly, as set forth in 


further detail in Section 7.1, an increased compulsory license fee for DPDs is 


appropriate. 


2. Lower Costs for Selling DPDs Versus Physical Phonorecords – The relative 


contributions of record companies and Copyright Owners in the process of 


creating musical works are the same whether a musical work is sold as a DPD or 


as a physical phonorecord.  However, as is discussed in more detail in Section 5.5, 


the record companies and digital music providers do not incur the costs of 


manufacturing and distributing the physical format when musical works are sold 


as DPDs.  The record companies in particular realize higher gross and/or net 


operating margins on the digital distribution of music.  Moreover, the digital 


music providers incur relatively modest costs to provide digital music compared 


to the costs of physical retailers.  The Copyright Owners make a relatively higher 


contribution to the sale of musical works as DPDs and accordingly, as is 


explained in Section 7.2, an increased compulsory license fee for DPDs is 


appropriate. 


3. U.S. Digital Music Sales Are Singles-Driven – The current rates for physical 


phonorecords and for DPDs were agreed in 1997 when the U.S. digital music 


market was nascent and the album was the dominant format for recorded music 
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sales.  Hit songs drove the sale of albums with multiple tracks.  As a result, the 


physical royalty rate per track was effectively a blended average of rates on hit 


songs and the other tracks on albums.  In the digital world, consumers have the 


ability to purchase only the hit song without purchasing the rest of the album, i.e., 


the ability to “cherry-pick.”  As Section 5.3.2 describes, the single dominates U.S. 


digital music sales.  As is explained in Section 7.3, an increased compulsory 


license fee for DPDs is appropriate to compensate Copyright Owners on a per 


track basis. 


4. History of the U.S. Digital Music Market 


4.1 Introduction 


This section of my report surveys the development of the U.S. digital music market.  The 


U.S. digital music market has only recently emerged.  For decades, recorded music was sold to 


consumers only in physical formats such as vinyl, cassette or CD.  Digital music delivered over 


the Internet emerged as a format for consumers to enjoy in the mid-1990s.  Initial record 


company efforts to exploit the Internet for the sale of digital music failed.  Only after the record 


companies largely abandoned these efforts and began licensing third-party music download 


providers, such as Apple, around 2002 and 2003, did the U.S. market for legitimate digital music 


begin to grow. 


Today, the U.S. digital music market is vibrant.  As discussed below, a large number of 


music providers have entered the U.S. digital music market.  U.S. digital music sales exceeded 


$1 billion in 2005 and accounted for 8.8 percent of recorded music retail sales that year.3  


Growth continued in 2006, with total U.S. digital music sales rising 73 percent on a year-over-


                                                   
3  Recording Industry Association of America (“RIAA”), “Year-End Statistics,” RIAA 41992-41998 (“Year-End 


Statistics”) at RIAA 41997 (2005), attached as Exhibit COA 301.  







 


8 
 


year basis, to reach $1.859 billion,4 a 17 percent share of U.S. recorded music retail sales in that 


period.5  The RIAA further reports that 929 million digital units (586 million tracks, 28 million 


albums, 315 mobile digital music formats) were sold in 2006, compared to 553 million physical 


units sold at retail.6  Thus, the number of digital units sold annually exceeded the number of 


physical units sold in 2006 for the first time.  I also understand from information disclosed in 


discovery by the RIAA that the RIAA expects digital music sales to account for almost 25 


percent of record company wholesale revenues in 2007.7 


As described more fully in Section 6, the growth of the U.S. digital music market is 


expected to continue in the near future.  In my initial report submitted on November 29, 2006, I 


forecast that U.S. digital music sales could reach an estimated $5.8 billion by 2012.  New 


information made available to me since that time has caused me to adjust my forecast slightly, 


and I now expect U.S. digital music sales should reach an estimated $5 billion by 2012.8   


                                                   
4  RIAA, Year-End Statistics at RIAA 41998 (2006), attached as Exhibit COA 301. 


5  My calculation is as follows: for 2006, RIAA reports physical unit retail sales of $9,053 million, permanent 
download revenues of $878 million, mobile music revenues of $774.5 million and $206.2 million of 
subscription revenues.  Accordingly, the total dollar value of U.S. recorded music sales is $10,911.2 million, of 
which digital music formats accounted for $1,858.7 million, representing a share of 17 percent.  These figures 
do not include the revenues generated by music providers offering ad-supported free music services. 


6  RIAA, Year-End Statistics at RIAA 41998 (2006), attached as Exhibit COA 301. 


7  My calculation is as follows:  in 2007, wholesale revenues are reported as $6,628.53 million, of which 
$1,162.76million is due to digital downloads, $462.19 million is due to ringtones and $5,003.58 million is due 
to physical albums.  Summing up the wholesale revenue data for digital music formats yields $1,625.95 million, 
which is 24.5 percent of the total figure of $6,628.53 million.  See “Statutory and Effective Rates with 
Continued Decline of Controlled Composition in Physical Albums,” RIAA 15382-15386 at RIAA 15384, 
attached as Exhibit COA 302. 


8  Enders Analysis estimates.  The Enders Analysis estimates cited here and elsewhere in this report are discussed 
in Section 6 and the accompanying footnotes.  As set forth more fully in Section 6, I attribute the adjustment in 
my forecast to new information disclosed in discovery. 
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The significance of the development of the digital music market in the U.S. is best 


understood in the context of the traditional physical market for music sales, which I discuss 


below. 


4.2 The Traditional Physical Market for Music Sales 


For well over a decade, the compact disc or CD has been the dominant format for music 


sales in the U.S.  Traditionally, record companies have incurred significant costs associated with 


the manufacture and distribution of CDs and other physical formats such as cassettes and vinyl.   


For many years, record companies had divisions devoted to manufacturing (sometimes 


called pressing) CDs.  I understand that the major record companies have largely divested 


themselves of these operations in recent years in order to reduce their costs, and currently 


outsource manufacturing.  Similar expenses were incurred by record companies in connection 


with the manufacture of other physical formats such as cassettes and vinyl, whose sales have 


declined substantially over the past 10 years.9  The distribution of physical units involves 


shipping CDs from the manufacturing facility via a distributor to a retailer who sells the CDs to 


consumers and returns unsold CDs.  As discussed in Section 5.5 of this report, the record 


companies’ costs associated with bringing CDs to market remain substantially higher than the 


costs associated with supplying music in digital formats to online and mobile music providers.   


4.3 The Development of the U.S. Market for Digital Music 


4.3.1 Technological and Legislative Developments 


During the 1990s, advances in technology and, particularly, the growth of the Internet, 


made it possible to distribute digital music through means other than a CD.  Personal computers 


equipped with CD-ROM drives grew increasingly prevalent, enabling users to copy music stored 


                                                   
9  RIAA, Year-End Statistics at RIAA 41997 (2005), attached as Exhibit COA 301. 
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on CDs into audio files to be stored on their personal computers.  The development of the MP3 


file format permitted users to compress those audio files, making them easier to distribute over 


the Internet.  At the same time, the Internet was becoming available to a growing number of 


consumers, setting the stage for a revolution – the digital delivery of music over the Internet. 


The major record companies, which had enjoyed substantial growth in revenue and 


profitability through CD album sales, were slow to embrace this new means of delivering music 


to consumers.  Congress had taken action in 1995 and in 1998 to clarify the scope of copyrights 


and potential infringement liability for digital music, and facilitate the entry of music providers.10  


The Copyright Owners had settled the mechanical royalty rates for certain DPDs in the context 


of the 1997 Mechanical Rate Adjustment Proceeding.  Major record companies were reluctant to 


license third-party music download services until 2002 and 2003, after the launch of their own 


legitimate Internet-based music services in late 2001. 


4.3.2 The Growth of Online Music Piracy 


The absence of a viable Internet-based music service offering from the major record 


labels, and the delay in their licensing of successful third-party music services, fueled continued 


demand for the illegal copying of digital music over the Internet.  The result was unprecedented 


levels of piracy in the music industry, with a peak level of 1.1 billion music files available for 


illegal copying in April 2003.11 


In 1999, the notorious peer-to-peer (“P2P”) file sharing service, Napster, was launched.  


P2P file sharing software such as Napster allowed its users to make MP3 files of digital music on 


                                                   
10  The Digital Performance Rights in Sound Recordings Act of 1995 clarified that the scope of the Section 115 


compulsory license encompasses digital delivery of phonorecords.  The Digital Millennium Copyright Act of 
1998 granted a safe harbor from infringement claims to Internet service providers transmitting music over the 
Internet. 


11  IFPI (2004), IFPI Online Music Report 2004, www.ifpi.org [accessed November 29, 2006]. 
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a users’ computer available for copying by other users of that software, and enabled those users 


to search for and copy desired music from one “peer” computer in the network to another over 


the Internet.12   


Litigation against Napster commenced in December 1999.  After a preliminary injunction 


was entered by the trial court and affirmed by the United States Court of Appeals for the Ninth 


Circuit, Napster shut down in July 2001.  Following Napster, a number of other P2P file sharing 


networks, such as Grokster, Aimster, Gnutella, and Freenet, emerged to foster Internet-based 


piracy of digital music.  Record companies and music publishers have continued to challenge the 


legality of such services.  Internet-based piracy of music continues today. 


4.3.3 The Major Record Companies Fail to Offer Successful Online Music 
Services 


In late 2001, the record companies finally launched their online music services.13  These 


services, MusicNet and Pressplay, however, were not attractive to consumers, in part because 


neither had music available from all the major record companies.14  Neither service offered 


                                                   
12  Ninth Circuit Court of Appeals, “Napster decision,” February 12, 2001, www.riaa.com [accessed November 29, 


2006]. 


13  “Joint Statement of the Recording Industry Association of America, Inc. National Music Publisher’s 
Association and The Harry Fox Agency, Inc.,” Docket No. RM 2000-7, www.copyright.gov [accessed 
November 29, 2006]. 


14  MusicNet was launched in December 2001 by AOL Time Warner, Bertelsmann AG, EMI Group plc and 
RealNetworks, Inc., without licenses from all the major record companies, which were obtained in November 
2002.  MusicNet was acquired by Baker Capital, a private equity firm, in 2005.  MusicNet continues to operate 
in the U.S. as a provider of business-to-business digital entertainment services.  www.musicnet.com [accessed 
November 29, 2006].  Pressplay was launched in December 2001 by Sony Music Entertainment and Universal 
Music Group, without licenses from all the major record companies, which were obtained in November 2002.  
Pressplay was acquired by Roxio, a private equity firm, in May 2003, which subsequently changed its name to 
Napster, Inc. (having acquired the rights to the brand and the logo), and the licensed music provider Napster, 
Inc. launched in October 2003.  www.napster.com [accessed November 29, 2006].  


 Other early music subscription services were likewise unsuccessful.  The music provider eMusic.com launched 
in 1998, offering permanent music downloads in MP3 (unprotected) format from a catalog of music mainly 
licensed from independent record companies.  Dimensional Associates, a private equity company, acquired 
eMusic.com in 2003.  The company continues to operate in the U.S.  www.emusic.com [accessed November 
29, 2006].  Listen.com launched its subscription-based Rhapsody service in December 2001, without licenses 
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consumers permanent and portable downloads like those available from file-sharing networks at 


the time.  The shortcomings of these services were readily apparent and widely reported.15 


The RIAA has subsequently acknowledged that the key to combating piracy is to offer “a 


legitimate alternative that consumers will prefer” and that it is up to the music industry to offer 


consumers sufficiently convenient access to music, ease of use and high sound quality so that 


consumers will choose to use legitimate music sites.16  The record companies’ own initiatives did 


not meet this test and, as noted previously, the major record companies were resistant to 


licensing their music catalogs to third-party music download services.  Although the record 


companies did not provide or license digital music services that were attractive to customers who 


sought permanent downloads, they did draw the attention of the U.S. Department of Justice, 


which launched an antitrust investigation of the major record companies in 2001 regarding, 


among other things, whether major record companies’ joint ventures in the digital arena 


restrained competition and affected the terms on which they were willing to license their catalogs 


to music providers not owned by the record labels themselves.17  After the investigation 


commenced, the major record companies began licensing competitor music providers in 2002, 


and the Department of Justice closed its investigation in 2003 without bringing charges.  In 


March 2006, the Department of Justice opened an investigation into possible price-fixing among 


the major record companies for digital music, following a similar inquiry launched by the New 


                                                                                                                                                                    
from all the major record companies, which were obtained in July 2002.  Listen.com was acquired by 
RealNetworks in August 2003, which continues to operate the Rhapsody music service.  
www.realnetworks.com [accessed November 29, 2006].   


15  The Wall Street Journal, “Music Industry Is Finally Online, But There Aren’t Many Listeners,” May 7, 2002 
[accessed from the archive on October 21, 2006]. 


16  RIAA, “Frequently asked questions – Napster and Digital Music,” www.riaa.com [accessed November 29, 
2006]. 


17  Department of Justice, “Statement by Assistant Attorney General R. Hewitt Pate regarding the closing of the 
digital music investigation,” December 23, 2003, www.usdoj.gov [accessed November 29, 2006]. 
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York Attorney General in December 2005.18  I understand that these investigations remain 


ongoing. 


4.3.4 The Launch of Apple’s iTunes and the iPod 


After the Department of Justice investigation had begun in 2001, and after their own 


online music services had failed, the record companies finally licensed Apple for its iTunes 


Music Store.19  This step was instrumental in the growth of the U.S. digital music market.20 


The iTunes Store is integrated with the iPod family of players.  Apple sells music content 


in a proprietary format, which can only be played on its iPod music players.21  In May 2007, 


Apple started selling certain music without proprietary digital rights management (DRM) 


software at the higher price point of $1.29 per track, compared to the longstanding price of 99 


cents for standard tracks.22  These tracks can be played on certain music players other than the 


iPod and offer better audio quality (i.e., they are encoded at the higher rate of 256 kbps instead of 


128 kbps).  The DRM-free purchased music files are also “watermarked” (i.e., contain customer 


name and account info) to enable use of the files to be monitored.23   


                                                   
18  P2Pnet, “DoJ probes Big Music downloads,” March 3, 2006, www.p2pnet.net [accessed November 29, 2006]. 


19  Apple’s CEO, Steve Jobs, has noted that it took more than 18 months for the record companies to issue licenses 
for the iTunes music store.  Newsweek, “Q&A: Jobs on iPod’s Cultural Impact,” web exclusive, October 15, 
2006, www.msnbc.msn.com [accessed November 29, 2006]. 


20  “The success of the Apple iTunes download shop, which sold almost 4 million tracks in its first month of 
operation, suggests that many consumers are willing to pay $1 per track if the interface is quick and easy to use, 
and if there are few limits placed on the copying and portability of downloads.”  Music & Copyright, Issue No. 
252, June 11, 2003, p. 11.  


21  Apple uses proprietary digital rights management software to restrict the use of music purchased from the 
iTunes Store to the iPod family of music players. Two other companies, Sony and Microsoft, also use their own 
proprietary formats for music sold on their music stores, which can only be played on the Sony Walkman and 
Microsoft Zune music players, respectively. 


22  Tr. of Deposition of Eddy Cue dated Sept. 28, 2007 (“Cue Tr.”) at 37:20-38:21, 70:23-71:20, attached as 
Exhibit COA 12. 


23  See Apple/EMI Amended and Restated 5th Amendment to the Digital Music Download Agreement, dated April 
1, 2007, RIAA 8264-8271 (“Apple/EMI 5th Amendment”), attached as Exhibit COA 405.  
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The iTunes software on the personal computer connects the consumer directly to the 


iTunes Store when opened.  Consumers’ seamless experience in purchasing music from Apple, 


organizing it on the personal computer and transferring it to the iPod, are key to the success of 


Apple.  By mid-2006, Apple had sold more than 1.5 billion tracks and over 67 million iPod 


music players.  As of September 2007, Apple has sold more than 3 billion tracks globally.24   


Apple launched the iTunes Music Store to Mac users in April 2003, offering à la carte 


(or pay-per-track) permanent downloads at 99 cents per track.  As discussed in Section 5.4.3, 


below, the 99 cent per track price point set by Apple is followed by most other online music 


providers.  The iTunes Music Store sold an average of 500,000 downloads per week in the first 


six months after launch, with total sales to Mac users surpassing 10 million downloads by mid-


October 2003.25  In the first week following the introduction of the iTunes Music Store for PC 


users in mid-October 2003, iTunes sales were 1.5 million downloads, with total sales of more 


than 25 million downloads by mid-December 2003.26 


The iPod family of music players has grown over time with the introduction of new 


devices such as the iPod mini in January 2004, the iPod Photo in October 2004, the iPod shuffle 


in January 2005, the iPod Nano in September 2005 and the iPod with video capability in October 


2005.  These new devices have driven Apple’s continued success.  According to information 


disclosed in discovery, the U.S. iTunes Music Store averaged sales of approximately 17.9 


million songs per week (single tracks and tracks within albums) in 2006, rising to 25.6 million 


                                                   
24  See Cue Tr. at 26:9, 104:3, attached as Exhibit COA 12. 


25  IFPI (2004), IFPI Online Music Report 2004, www.ifpi.org [accessed November 29, 2006]. 


26  IFPI (2004), IFPI Online Music Report 2004, www.ifpi.org [accessed November 29, 2006]. 
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songs per week (single tracks and tracks within albums) in the first half of 2007.27  Thus, the iPod 


family and the iTunes Store have been remarkably successful.  Additionally, as more fully 


discussed below, information disclosed by Apple in discovery indicates that iTunes is a driver of 


sales by Apple of both iPods and Apple computers. 


Having revolutionized the market for digital music, today Apple dominates the U.S. 


market for digital music.  Numerous other music services providers pursuing a variety of 


business models have entered the market, as is described in more detail below. 


4.3.5 The Delivery of Digital Music Through Wireless Phones and Wireless 
Devices 


Beginning in 2005, wireless carriers launched the sale and delivery of digital music 


through wireless phones and other wireless devices.  Dollar sales of mobile music grew 96.8 


percent from the first half of 2005 to the first half of 2006, the first period for which year over 


year comparisons are available.28  For the full year of 2006, RIAA reports that mobile music 


sales reached $774.5 million, up 83.7 percent on a year-over-year basis.29  To date, most of the 


sales of mobile music have been of ringtones.30  In addition, as discussed in detail in Section 


5.3.3 below, wireless phone users have been able to download full tracks over wireless networks 


since 2005, contributing to the further growth of the U.S. digital music market.  In the report I 


submitted on November 29, 2006, I had forecast that U.S. mobile music sales could reach an 


estimated $1.7 billion by 2012, but new information made available to me through discovery has 


                                                   
27  Enders Analysis based on Apple, iTunes Music Store P&L, DiMA 3808-3832 (“iTunes P&L”), at 3816-3826, 


attached as Exhibit COA 461.  


28  RIAA, “RIAA Mid-Year Statistics,” RIAA 41999-42003 (“Mid-Year Statistics”), at RIAA 42003 (2006), 
attached as Exhibit COA 303. 


29  RIAA, Year-End Statistics at RIAA 41998 (2006), attached as Exhibit COA 301. 


30  According to the RIAA disclosure, in 2006 262.8 million ringtunes were sold compared to 17.2 million full 
tracks.  RIAA, Unit and Wholesale Data, RIAA 15271-15331, at RIAA 15301, attached as Exhibit COA 304.  
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caused me to adjust my forecast, and I now expect U.S. mobile music sales could reach an 


estimated $1.8 billion by 2012.31     


4.3.6 The History of the U.S. Digital Music Market — A Summary 


The principal events in the development of the U.S. digital music market discussed above 


are summarized in Table 1-Amended.  Major developments in the digital music market since I 


submitted my initial report on November 29, 2006 include: 


• EMI’s decision to make its catalog available for sale to digital music providers 


without DRM software;32 


• New milestones for Apple in terms of songs sold by the iTunes music store, 


which topped 3 billion, and the launch of iTunes Plus, offering DRM-free single 


track and album downloads;33  


• The consolidation of the subscription service segment of the market, with Napster 


acquiring AOL Music Now’s subscribers;34 and 


• The launch by Amazon, a leading e-tailer of music and associated equipment, of a 


permanent download service offering tracks in MP3 (“DRM-free”) format.35 


                                                   
31  Enders Analysis estimates.  The Enders Analysis estimates cited here and elsewhere in this report are discussed 


in Section 6 and the accompanying footnotes.  As set forth more fully in Section 6, I attribute the adjustment in 
my forecast to new information on mobile music market developments for the full year of 2006, including 
information disclosed in discovery. 


32  EMI/Amazon Music Marketing DRM-Free Download Agreement Order Form, dated May 15, 2007, RIAA 
8211-82334, attached as Exhibit COA 59.  Apple/EMI 5th Amendment, RIAA 8264-8271, attached as Exhibit 
COA 405. 


33  See Cue Tr. at 26:9, 104:3, 37:20-38:21, 70:23-71:20, attached as Exhibit COA 12. 


34  Napster, 5-Year Model, DiMA 21460-21469 (“Napster 5-Year Model”), at DiMA 21461, attached as Exhibit 
COA 305.  See also Napster/AOL Asset Purchase Agreement, dated January 11, 2007, DiMA 19353-19402, 
attached as Exhibit COA 306 ; Napster/AOL Amendment No. 1 to Asset Purchase Agreement, dated March 14, 
2007, DiMA 19348-19352, attached as Exhibit COA 308; Napster/AOL Assignment and Assumption 
Agreement, dated March 14, 2007, DiMA 19404-19407, attached as Exhibit COA 307. 







 


17 
 


Table 1-Amended: Digital Music Timeline in the U.S., 1998-2006 
 


Date Event 


1998 July eMusic.com is the first commercial provider of downloads in MP3 format. Its 
catalogue is mainly licensed from independent record companies. 


1999 June 
Shawn Fanning, a college student in the U.S., launches Napster, the original 
P2P file-sharing service designed to enable users to swap songs for free on the 
Internet. 


1999 December First lawsuit filed against Napster. 


2000 January MP3.com launches its personal Jukebox software to allow PC users to upload 
their CD libraries in MP3 format. 


2001 January Apple launches its jukebox software for Mac users to allow CD libraries to be 
uploaded to Macs in Apple’s proprietary format. 


2001 July  Napster shut down. 


2001 Summer U.S. Department of Justice commences antitrust investigation of major record 
labels’ online music joint ventures and failure to license third parties. 


2001 October Apple introduces iPods (to play music stored on the iTunes JukeBox, and 
before introducing the iTunes music store). 


2001 December 


Listen.com launches subscription service Rhapsody. 
Sony and Universal launch subscription service Pressplay. 
MusicNet, a distribution platform for subscription services, is launched by 
AOL Time Warner, Bertelsmann AG, EMI and RealNetworks. 


2002 July Listen.com’s Rhapsody subscription service offers music licensed from all 
major record companies. 


2002 November MusicNet and Pressplay each offer music licensed from all major record 
companies. 


2003 April Apple launches the Mac version of iTunes, charging 99 cents per single-track 
download. 


2003 June RIAA announces it will take legal action against individual file-sharers. 


2003 October 


Apple launches the PC version of iTunes, charging 99 cents per single-track 
download. 
MusicNet and Pressplay are sold to Roxio, which changes its name to 
Napster.com. 


2004 January Apple introduces the iPod Mini. 


2004 May Sony launches SonyConnect. 


2005 June U.S. Supreme Court issues Grokster decision holding that illegal file-sharing 
networks can be found liable for inducing infringement. 


2005 October Sprint launches its mobile download service. 


2005 October Apple introduces iPod with video capability. 


2006 January Verizon launches its mobile download service. 


2006 February Apple announces sale of 1 billionth song. 


2006 November Microsoft launches the Zune portable music player and the Zune Marketplace. 


2007 January AOL Music Now acquired by Napster. 


2007 May Apple starts selling EMI catalog DRM-free at $1.29 per track. 


2007 July Apple announces sale of 3 billion songs globally. 


2007 September Amazon launches Amazon MP3. 
 


[Source: Enders Analysis based on www.pro-music.org, www.usdoj.gov, www.copyright.gov, www.riaa.com, company 
websites accessed November 29, 2006, and information produced in discovery.] 


                                                                                                                                                                    
35  EMI/Amazon Music Marketing DRM-Free Download Agreement Order Form, dated May 15, 2007, RIAA 


8211-82334, attached as Exhibit COA 59.   
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With this background, the next section of my report examines the current U.S. market for 


digital music in greater detail. 


5. The Current State of the U.S. Digital Music Market 


5.1 Introduction 


Today, the U.S. digital music market, while continuing to evolve, is flourishing.  U.S. 


consumers appear increasingly willing to pay for legitimate digital music, regarding digital 


music as having a number of advantages over CDs.  Sales of digital music are rising rapidly 


across a variety of formats and new sources of digital music sales, such as wireless music, are 


further increasing the size of the U.S. digital music market.  The major players in the U.S. digital 


music market are the record companies, the online music providers, and the wireless phone 


companies.  Online music providers are pursuing a variety of business models, increasing the 


choices available to consumers.   


The digital distribution of music over the Internet provides important cost savings to 


record companies and retailers compared to the manufacture and distribution of physical music 


formats.  My discussion of the relevant costs of the digital distribution of music in Section 5.5 


reflects the information disclosed in discovery.  I examine each of these aspects of the current 


U.S. digital music market and its future below. 


5.2 U.S. Digital Music Consumers36 
 


According to Ipsos, by the first quarter of 2007, roughly 70 million Americans (aged 12 


and over) had ever downloaded music files – either on a fee-paying basis or through file-sharing.  


Of this group of 70 million Americans, 45 million reported having paid a fee to download music 


                                                   
36  Unless otherwise stated, all figures contained in this section are sourced from Ipsos, “Tempo: Keeping Pace 


with Digital Music Behavior,” 2007 Quarter 1 Report, dated June 2007, DiMA 16468-16560 (“Tempo Q1 
2007”,) attached as Exhibit COA 309. 
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and 30 million reported that they engaged in file sharing.  Fee-based music downloading has 


gained significant ground since the iTunes Music Store launched in 2003.  At that time, only 4 


percent of Americans reported that they had paid to download music, a figure that increased to 


19 percent by the first quarter of 2007; as discussed in Section 6 below, the current share of 


Americans who pay to download music leaves room for substantial future growth.  Table 2-


Amended shows the percentage of Americans who reported that they paid to download music 


and/or engaged in file sharing in each quarter since Q4 2002. 


Table 2-Amended: Share of Americans (aged 12 or above) Who Ever Paid to Download Music 
or Engaged in File-Sharing 
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[Source: Ipsos, “Tempo: Keeping Pace with Digital Music Behavior,” 2006 Quarter 4 Report, dated March 2007, DiMA 
16751-16910 (“Tempo Q4 2006”) at DiMA 16787, attached as Exhibit COA 310; Tempo Q1 2007 at DiMA 16508, 
attached as Exhibit COA 309.] 
 


Of those consumers who report that they paid to download music in the fourth quarter of 


2006, just over half cited their desire to purchase just one track rather than the entire album (a 


practice known as “cherry-picking”) as the principal motivation for first paying to download 


music.  This is also the main reason these consumers give for continuing to pay for music 


downloads.  Consumers also cite convenience and immediacy as important reasons for choosing 


to pay to download music.   
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Table 3-Amended provides the most common reasons given by consumers for their initial 


decision to pay to download music. 


Table 3-Amended: Reasons For First Paying for Music Downloads, Q4 2006  
 


Reason Share of fee-based music 
downloaders 


I only wanted to purchase one song from the artist and not the entire album 53% 
More convenient to download songs from the Internet than going to a store 44% 
Acquired a portable music player 39% 
Wanted to experiment with this type of downloading 38% 
Wanted the song/album right away 37% 
Was curious about the service 34% 
Legal issues associated with file sharing 27% 
A friend recommended I try it 17% 
There was a special promotion 16% 
The service had a music exclusive I wanted 16% 
Received as a gift 13% 
Other 6% 


 


Note:  Responses exceed 100 percent because respondents can provide multiple reasons. 
[Source: Enders Analysis based Tempo Q4 2006 at DiMA 16847, attached as Exhibit COA 310.] 
 


In addition to relying on public consumer research, I have also reviewed consumer 


research disclosed in Apple’s iTMS Tracker Program Reports, which were provided by Apple in 


discovery.37  The latest disclosed Report, which dates from January 2007 and covers CY 2006 


Q4, reveals that the top features valued by customers in the U.S. of the iTunes music store are: 


(1) the ability to cherry-pick a single track rather than purchase the entire album; (2) the 


convenience of purchasing music at any time of day or night; (3) the ability to put the music on a 


                                                   
37 Apple, iTunes Music Store Tracker Program, Final Report Wave 1 – Fourth Quarter 2004, dated March 18, 


2005, DiMA 2885-2996 (“iTMS Tracker Q4 2004”), attached as Exhibit COA 311; Apple, Final Report – 2005 
Q1 iTMS Tracker Program, dated April 2005, DiMA 2997-3082 (“iTMS Tracker Q1 2005”), attached as 
Exhibit COA 312; Apple, Final Report – 2005 CYQ2 iTMS Tracker Program, dated August 2005, DiMA 3138-
3209 (“iTMS Tracker Q2 2005”), attached as Exhibit COA 313; Apple, Final Report – 2006 CYQ1 iTMS 
Tracker Program, dated May 30, 2006, DiMA 3083-3137 (“iTMS Tracker Q1 2006”), attached as Exhibit COA 
314; Apple, iTMS Tracker – CYQ3 2005 Presentation, dated November 14, 2005, DiMA 2832-2884 (“iTMS 
Tracker Q3 2005”), attached as Exhibit COA 315; iTunes Store Tracker Program Final Report – 2006 CYQ4, 
dated January 2007, DiMA 3210-32554 (“iTMS Tracker Q4 2006”), attached as Exhibit COA 335. 
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portable device; and (4) the fact that it is easier to purchase music online than going to a store.38  


Table 3-B sets forth more results from this Report: 


Table 3-B: iTunes Music Store Customers, Reasons for Purchasing Music Online Q4 2006 
 


Reason Share of iTunes customers 
Choice of buying individual songs or an entire album 84% 
Instantly available any time of day or night 73% 
Ability to put music on a portable device 65% 
It's easier than going to the store 64% 
Ability to preview and song in the store 57% 
Better value than buying CDs 42% 
Prefer to make my own compilations 42% 
Better selection than at store 30% 
Prefer digital format 24% 
Ability to purchase songs from playlists 18% 
Other 5% 
Never purchased music online 2% 


 


 [Source: Enders Analysis based on iTMS Tracker Q4 2006 at DiMA 3221, attached as Exhibit COA 310.] 
 


I have also reviewed consumer research disclosed by MusicNet,39 dated July 2003 (after 


the launch of iTunes to Mac users, but prior to the launch of iTunes to PC users).  The report 


confirms that, at that time, roughly three-fifths (59%) of respondents found the permanent 


download service appealing, “with mentions of music permanence and not having to buy an 


entire album/CD as reasons behind this appeal.”40 


Consumer research concerning customers’ reasons for continuing to pay to download 


digital music indicates that many consumers view purchasing the digital single as more 


                                                   
38  Apple also reports that the two leading reasons for registering with the iTunes music store are: (1) curiosity/to 


try out the application; and (2) to download a particular song.  iTMS Tracker Q4 2006 at DiMA 3221, attached 
as Exhibit COA 335. 


39  See MusicNet Price Sensitivity Research Final Report, dated July 3, 2003, DiMA 4064-4211, attached as 
Exhibit COA 316; MusicNet Pricing Study, dated July 2003, DiMA 4212-4386, attached as Exhibit COA 317.  
See also Napster, Price Research – Quantitative Research Preliminary Findings, dated October 2004, DiMA 
4501-4533 (for reasonably equivalent although later information concerning Napster), attached as Exhibit COA 
318.  


40  MusicNet Price Sensitivity Research Final Report, dated July 3, 2003, DiMA 4064-4211 at DiMA 4072, 
attached as Exhibit COA 316. 
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economical than purchasing a CD.41  The prevailing price of a permanent download of a track (99 


cents) is about one-tenth the price of a digital album ($9.99) and about one thirteenth the price of 


the CD album ($13.24).42   


The reasons given by consumers for continuing to pay for music downloads are set forth 


in Table 4, below.  


Table 4: Reasons for Continuing to Pay for Music Downloads, Q2 2006  
Reason Share of fee-based music 


downloaders 
I only wanted to purchase one song from the artist and not the entire album 51% 
It’s less expensive for me to download songs I want than to purchase entire albums 
on CD 49% 


More convenient to download songs from the Internet than going to a store 45% 
Wanted the song/album right away 39% 
Downloading is an easier way to add to my digital collection than ripping CDs 31% 
I do most of my music shopping online now 24% 
I prefer digital music to physical CDs 20% 
Legal issues associated with file sharing 18% 
I’m still experimenting with digital music 15% 
The service had a music exclusive I wanted 10% 
I’ve made the switch to all digital collection 8% 
The service has special promotions 7% 
Other 2% 


 


Note:  Responses exceed 100 percent because respondents could list multiple reasons. 
[Source: Enders Analysis based on Ipsos, “Tempo: Keeping Pace with Digital Music Behavior,” 2006 Quarter 2 Report, 
dated October 2006, DiMA 6325-6473 (Tempo Q2 2006”) at DiMA 6398-6399, attached as Exhibit COA 319.]  
 


5.3 U.S. Digital Music Sales43 


5.3.1 Total U.S. Digital Music Sales 


According to the RIAA, total U.S. digital music sales (online and mobile) grew to more 


than $1 billion in 2005 and to $1.859 billion in 2006.  As the growth of the U.S. digital music 


market continues, digital sales are expected to rise to an estimated $5 billion by 2012.44   


                                                   
41  “The combination of searching, browsing, downloading and portability is transforming the experience of 


consuming music. Notably it is driving demand for the single.”  IFPI (2005), IFPI:05 Digital Music Report, p. 
15, www.ifpi.org [accessed November 29, 2006]. 


42  RIAA, Wholesale Data, RIAA 15203-15209, at RIAA 15209, attached as Exhibit COA 320. 


43  Unless otherwise stated, all figures cited in this section are sourced from the Year-End Statistics at RIAA 
41997-41998 (2005, 2006) or Mid-Year Statistics at RIAA 42003 (2006), attached as Exhibit COA 301 and 
Exhibit COA 303, respectively. 
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The contribution of digital music to U.S. recorded music sales is increasing rapidly.  In 


2004, digital music sales constituted 1.5 percent of total U.S. recorded music sales, rising to 8.8 


percent of such sales in 2005, and 17 percent in 2006.45   


The U.S. digital music market is composed of online music services (58 percent of digital 


music sales in 2006), and mobile services (42 percent of digital music sales in 2006).46  


5.3.2 Online Music Services 


Online music services generated sales of $1,084.2 million in 2006, of which about 81 


percent was due to download services and 19 percent to subscription services.47   


Dollar sales of music download services are growing rapidly: from 2004 to 2005, dollar 


sales of digital single downloads rose 163 percent to reach $363.3 million, and rose 59.8 percent 


from 2005 to 2006 to reach $580.6 million; from 2004 to 2005, dollar sales of digital album 


downloads rose to $135.7 million, and rose 103 percent to $275.9 million from 2005 to 2006.  


The increase in digital music sales is being driven by a substantial increase in unit sales.  


From 2004 to 2005, unit sales of digital single downloads rose 163 percent to reach 366.9 million 


units, and from 2005 to 2006, rose by 59.8 percent to reach 586.4 million units; indeed, IFPI has 


reported that the digital single is the fastest growing format in recorded music history based on 


                                                                                                                                                                    
44  Enders Analysis estimates.  See Section 6 of this report. 


45  See footnote 6 for details of my calculation.   


46  My calculation is as follows: for 2006, RIAA reports permanent download revenues of $878 million, mobile 
music revenues of $774.5 million and $206.2 million of subscription revenues.  Accordingly, the total dollar 
value of U.S. digital music sales is $1,858.7 million, of which online (permanent download and subscription 
services) are $1,084.2 million, representing a share of 58 percent, and mobile music the remaining 42 percent.  
These figures do not include the revenues generated by music providers offering ad-supported free music 
services. 


47  My calculation is as follows: for 2006, RIAA reports permanent download revenues of $878 million and $206.2 
million of subscription revenues.  Accordingly, the total dollar value of online U.S. digital music sales is 
$1,084.2 million, of which permanent downloads represent a share of 81 percent and subscription services the 
remaining 19 percent.  These figures do not include the revenues generated by music providers offering ad-
supported free music services. 
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the annual number of units sold.48   Unit sales of digital album downloads rose to reach 13.6 


million units in 2005 and again in 2006 to reach 27.6 million units.  Albums represented 4.5 


percent of online purchases of digital formats in 2006.49  


Based on Nielsen Soundscan data of weekly sales, U.S. digital music unit sales are 


composed primarily of singles, not albums, as illustrated in Table 5.  Unit sales of single 


permanent downloads averaged 11.0 million per week in 2006, up from 6.5 million per week in 


2005, and 2.6 million per week in 2004.  Weekly sales of digital album downloads averaged 


592,000 in 2006, up from 303,000 in 2005, and 138,000 in 2004.  


Table 5: Weekly Sales of U.S. Digital Single and Album Downloads 
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[Source: Enders Analysis based on Nielsen SoundScan] 


Additionally, iTunes data produced in discovery shows weekly sales have continued to 


increase in 2007, rising to 25.6 million songs per week (single tracks and tracks within albums) 


in the first half of 2007.50   


                                                   
48  IFPI (2006), 2006 Global Recording Industry in Numbers, p. 18.  


49  RIAA, Year-End Statistics at RIAA 41998 (2006), attached as Exhibit COA 301. 







 


25 
 


Subscription services represent a small but growing segment of online music services.  


Such services generated revenue of $149.2 million in 2005, and then $206.2 million in 2006, up 


38 percent on a year-over-year basis.51  During 2006, there was a weighted annual average of 1.7 


million subscribers, up 28 percent from the weighted annual average of 1.3 million in 2005.52 


5.3.3 Wireless Music Services 
 


In addition to online music services, another important segment of the current U.S. digital 


music market is the market for mobile music sales through wireless carriers, which includes the 


sale of both ringtones and full-track “over-the-air” (OTA) downloads to mobile phones.  This 


market generated sales of $421.6 million in 2005 and $774.5 million in 2006.53  


According to Ipsos, some 140 million Americans (aged 12 and over) owned a mobile 


phone in the first quarter of 2007.54  The most established mobile music market is for ringtones: 


about 41 million Americans downloaded ringtones in the first quarter of 2007.55  According to 


M:Metrics, a leading mobile consumer research firm, the U.S. market for full-track downloads to 


mobile phones is only beginning to emerge.56  The growth of music-enabled phones is likely to 


increase future digital music sales, and Ipsos reports that 28 percent of cell phones were music-


enabled in the first quarter of 2007,57 double the share reached in the second quarter of 2006.58  


                                                                                                                                                                    
50  Enders Analysis based on Apple, iTunes P&L at DiMA 3816-3826, attached as Exhibit COA 461.  


51  RIAA, Year-End Statistics at RIAA 41998 (2006), attached as Exhibit COA 301. 


52  RIAA, Year-End Statistics at RIAA 41998 (2006), attached as Exhibit COA 301. 


53  RIAA, Year-End Statistics at RIAA 41998 (2006), attached as Exhibit COA 301. 


54  Tempo Q1 2007 at DiMA 16550, attached as Exhibit COA 309. 


55  Tempo Q1 2007 at DiMA 16533, attached as Exhibit COA 309 


56  M:Metrics Press Release, September 26, 2005, www.mmetrics.com [accessed November 29, 2006]. 


57  Tempo Q1 2007 at DiMA 16530, attached as Exhibit COA 309 
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Data disclosed by RIAA in discovery confirm that ringtunes are the leading mobile music 


format:  ringtunes accounted for $654.3 million of total mobile music revenue in 2006, while full 


track OTA downloads generated $34.2 million in 2006; and 262.8 million ringtunes were 


purchased in 2006, compared to 17.2 million full track downloads.59  


5.4 Overview of the Major Players in the U.S. Digital Music Market 


5.4.1 Record Companies 


There are four major record companies worldwide - EMI, Warner Music, Sony BMG and 


Universal Music Group - all of which operate in the United States.  In addition, there are a 


number of independent record companies in the U.S., such as American Gramophone, Equity 


Music Group, Koch Records, Red Ink and TVT Records.  Currently, the record companies 


license sound recordings to many digital music providers, while other digital music providers 


license mechanical rights directly from Copyright Owners and license master recordings from 


the record companies.   


5.4.2 Overview of Online Digital Music Services 


Numerous music providers operate in the U.S. digital music market and offer digital 


music through a wide variety of business models.  Today, there are at least 41 licensed online 


music providers active in the U.S. online music market; some offer à la carte permanent 


downloads at a fixed per track price, while others offer subscription-based limited download 


services or interactive streams.  In addition, there are music providers that offer free, advertising-


supported music in each of these formats.  Finally, several companies offer consumers more than 


one format or pricing model. 


                                                                                                                                                                    
58  Tempo Q2 2006 at DiMA 6381, attached as Exhibit COA 319. 


59  RIAA, Unit and Wholesale Data, RIAA 15271-15331, at RIAA 15301, attached as Exhibit COA 304. 
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Table 6 summarizes the various pricing models currently being offered by U.S. music 


providers of permanent downloads, limited downloads and interactive streams. 


Table 6: Music Providers Pricing Models, November 2006 
Music format Pricing model Music Provider 


Free SpiralFrog1 


À la carte 


Beatport, BuyMusic, Calabash Music, Ctrax (Cdigix), 
Connect (Sony), eBay, Elatinmusic, Fox Music, Graze 
Music, Indieburn, iTunes Store, mMode Music Store,2 
Mp3tunes.com, Mperia, Musica360, Music Giants, 
Musicmatch Music Store, Napster Light, Passalong.com, 
Peer Impact, Puretracks, RCN Music Library,3 RCN Music 
To Go,3 RealPlayer Music Store, Rhapsody Unlimited,3 
Rhapsody To Go,3 Songtouch, Soundbuzz, Tower Records 
Digital, Univision, URGE, Virgin Digital Red Pass, Voy 
Music, V Cast,2 Wal-Mart, Yahoo! Music JukeBox, Yahoo! 
Music Unlimited, Yahoo! Music Unlimited To Go, Zune 
Marketplace 


Permanent downloads 


Subscription eMusic 
Free-subscription Ctrax (Cdigix)4, Ruckus4 


Limited downloads 
Subscription 


AOL Music Now, AOL Music Now To Go, Best Buy 
Digital Music Store To Go, Ctrax2Go (Cdigix),4 FYE 
Download Zone, Napster, Napster To Go, Musicmatch On 
Demand, RCN Music Library, RCN Music To Go, 
Rhapsody Unlimited, Rhapsody Unlimited To Go, Ruckus 
To Go,4 URGE All Access, URGE All Access To Go, 
Virgin Digital Red Pass, Yahoo! Music Unlimited, Yahoo! 
Music Unlimited To Go, Zune Marketplace Pass 


Free Best Buy Digital Music Store, Napster, Rhapsody 


Interactive streams Subscription 
RCN Music Library, RCN Music To Go, Rhapsody 
Unlimited, Rhapsody Unlimited To Go, Virgin Digital Red 
Pass 


Notes: 
1. To launch in December 2006. 
2. Requires a mobile phone contract. 
3. To purchase permanent downloads, users must subscribe to the limited download service. 
4. Restricted to educational institutions. 


[Source: Enders Analysis based on company websites accessed November 29, 2006] 
 


To date, the permanent download model has proven most popular with consumers, due 


largely to the success of Apple’s iTunes Store and iPod portable music players.  The discussion 


of the various business models in the U.S. marketplace provided below is organized by the music 


format offered by those music services. 
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5.4.3 Permanent Download Services 
 


(i) Overview 
 
The most well-known and successful permanent download service is offered by Apple.  


Apple claims its iTunes Store has a market share of approximately 85 percent of legal music 


downloads in the U.S.,60 making iTunes the dominant provider of digital music in the U.S. with 


sales continuing to increase.61  Likewise, Apple’s iPod dominates the portable music player 


market, with 75.6 percent market share in the second quarter of 2006.62  As Table 7 shows, Apple 


has increased its share of the U.S. portable music player market by introducing iPods with new 


features and with new designs, such as the iPod mini, the iPod shuffle, the iPod Photo, the iPod 


nano and the iPod with video capability.  Thus, the iPod family and the iTunes Store have been 


remarkably successful, and today Apple dominates the U.S. market for digital music. 


Table 7: iPod Share of U.S. Portable Music Players, 2003-2005 
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[Source: Enders Analysis based on NPD data from Piper Jaffray Investment Research, “A Closer Look At Apple 
Computer” August 2006, and company web site accessed November 29, 2006] 


                                                   
60  Apple Q4FY2006 Quarterly Earnings Call, October 18, 2006, www.apple.com [accessed November 29, 2006]. 


61  Apple, iTunes P&L at DiMA 3816, attached as Exhibit COA 461. 


62  In contrast, NPD has estimated the market shares of Apple’s competitors in the second quarter of 2006 as:  
SanDisk’s Sansa, 9.7 percent; Creative, 4.7 percent, Samsung, 1.9 percent; and Sony, 1.9 percent.  BetaNews, 
“iPod continues to dominate industry,” August 17, 2006, www.betanews.com [accessed November 29, 2006]. 
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(i) Revenue Model 


Apple’s music business model is built around selling its iPods and iPod-related 


accessories such as speakers and headphones.  Of Apple’s $9.6 billion in music and music-


related revenue in FY 2006, 80.3 percent of Apple’s revenue was derived from the sale of iPods.  


(The rest came from the sale of music and accessories on the iTunes Store.)  Thus, the sale of 


music, as such, is a small part of Apple’s $19.3 billion in total annual revenue. 63 


Apple has reported publicly that it has margins in excess of 20 percent on iPods, but its 


philosophy is to run the iTunes Store just above breakeven.64  When asked why Apple sells 


music, Peter Oppenheimer, Apple’s Chief Financial Officer, has explained candidly that Apple’s 


goal is to sell iPods.65  As one industry analyst, Mark Mulligan, Research Director at 


JupiterResearch, has summarized:  “The fact is, iTunes is a tool to sell iPods.”66  There are a 


variety of players from other manufacturers such as Sony, Microsoft, Creative Labs, Samsung 


and SanDisk that compete with Apple’s iPod. 


Apple’s iTMS Tracker Program Reports demonstrates the relationship between iTunes 


and sales of iPods.  These results are reported below in Table 7-B.  For example, in the fourth 
                                                   
63  Enders Analysis based on Apple financial data as follows: “Q4 2006 Unaudited Summary Data” and 


“Unaudited Condensed Consolidated Statement of Operations,” October 18, 2006; “Q3 2006 Unaudited 
Summary Data” and “Unaudited Condensed Consolidated Statement of Operations,” July 19, 2006; Apple Form 
10-Q filed May 5, 2006; Apple Form 10-Q filed February 3, 2006.  www.apple.com [accessed November 29, 
2006]. 


64  “Apple Q4 FY2006 Quarterly Earnings Call,” October 18, 2006, www.apple.com [accessed November 29, 
2006]. 


65  At Apple’s Q4 FY2006 earnings call, the CFO stated “our philosophy is to run the store a little bit over 
breakeven.”  “Apple Q4 FY2006 Quarterly Earnings Call,” October 18, 2006, www.apple.com [accessed 
November 29, 2006].  At Apple’s Q2 FY2006 earnings call, the CFO stated: “We think selling songs and video 
is really helping us sell iPods.”  “Apple Q2 FY2006 Quarterly Earnings Call,” April 19, 2006, www.apple.com 
[accessed November 29, 2006].  Apple achieves its goal in part by selling music using proprietary digital rights 
management software.   


66  Red Herring, “iTunes profits, labels stew,” April 20, 2006, www.redherring.com [accessed November 29, 
2006].   
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quarter of CY 2006, about 48 percent of iTunes music store users started using an iPod and 


iTunes together, 27 percent started using iTunes and then purchased an iPod, and 25 percent 


started using an iPod and then started using iTunes.67  These data underline the extent to which 


iTunes drives sales of iPods.  Apple also reports that “iTunes use continues to have a significant 


influence on likelihood to purchase a Mac, with nearly 4 in 10 PC owners considering a Mac for 


their next computer after having used iTunes.”68 


Table 7-B: Relationship between iTunes and iPod Purchases 
 
 Q4 


CY 2004 
Q2 


CY 2005 
Q3 


CY 2005 
Q1 


CY 2006 
Q4  


CY 2006 
Starting using an iPod and iTunes at about the same time 36% 36% 41% 45% 48% 
Starting using iTunes, then purchased an iPod 35% 37% 35% 30% 27% 
Purchased an iPod, then started using iTunes 29% 28% 25% 25% 25% 
[Source: iTMS Tracker Q4 2004 at DiMA 2927, attached as Exhibit COA 311; iTMS Tracker Q2 2005 at DiMA 3178, 
attached as Exhibit COA 313; iTMS Tracker Q3 2005 at DiMA 2875, attached as Exhibit COA 315; iTMS Tracker Q1 
2006 at DiMA 3130, attached as Exhibit COA 314; iTMS Tracker Q4 2006 at DiMA 3247, attached as Exhibit COA 335.] 
 


Although Apple’s philosophy appears to be to run the iTunes Music Store at break-even 


in order to drive the sales of other Apple products, financial data disclosed by Apple in 


discovery, and reported in Table 7-C, demonstrates that, in fact, the sale of tracks and albums 


through the iTunes Music Store has consistently generated a positive “contribution margin” for 


Apple.69  Furthermore, this contribution margin increased from 6.5 percent in calendar year 2002 


to 17.6 percent in calendar year 2006, a period during which Apple’s sales of tracks rose more 


than 30-fold.  Thus, Apple has enjoyed substantial and growing profits from the sale of music 


through iTunes, reaching $130.7 million in profits in calendar year 2006 alone.  It appears, 
                                                   
67  iTMS Tracker Q4 2006 at DiMA 3247, attached as Exhibit COA 335. 


68  iTMS Tracker Q4 2006 at DiMA 3217, attached as Exhibit COA 335. 


69  Apple, iTunes P&L at DiMA 3816, attached as Exhibit COA 461. Apple defines the “contribution” of the 
iTunes Music Store as profits contributed to Apple.  See Cue Tr. at 118:20-119:2, attached as Exhibit COA 
12.For the iTunes Music Store, contribution is the difference between reported revenues and reported costs 
(content, other costs of goods sold, and operating expenses such as marketing, general administrative, and credit 
card costs).  This difference is then divided by revenues to obtain its share in revenues, or the “contribution 
margin.”  
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therefore, that the sale of music, as such, is making a growing contribution to the profits of Apple 


as a whole.70  According to Mr. Cue, Apple expects revenue from the iTunes music store to grow 


approximately 70 or 80 percent for the 2007 fiscal year, with projections for the 2008 fiscal year 


showing a 30 percent increase in sales.71 


Table 7-C: iTunes U.S. Music Revenue and Contribution Margin, 2003-H1 2007 
 
Calendar year 2003 2004 2005 2006 H1 2007  
Songs (includes songs sold within 
albums) 28,837,000 163,506,000 511,858,000 928,416,000 666,590,000 


Revenue $24,800,000 $139,500,000 $422,700,000 $758,600,000 $558,400,000 
Standard margin $7,400,000 $41,900,000 $125,600,000 $220,000,000 $161,300,000 
Standard margin (%) 29.8% 30.0% 29.7% 29.0% 28.9% 
Gross margin $4,800,000 $29,200,000 $96,400,000 $177,100,000 $130,400,000 
Gross margin (%) 19.4% 20.9% 22.8% 23.3% 23.4% 
Contribution margin $1,600,000 $17,000,000 $63,100,000 $130,700,000 $102,700,000 
Contribution margin (%) 6.5% 12.2% 14.9% 17.2% 18.4% 
[Source: Enders Analysis based on Apple disclosure, iTunes P&L at DiMA 3816-3826, attached as Exhibit COA 461.] 


 
(i) Pricing of Permanent Downloads 


The prices at which Apple and its competitors sell permanent downloads are similar, as 


shown in Table 8.  Other more recent competitors have largely adopted Apple’s 99 cent per 


download price point as well.  One exception is eMusic, which offers a subscription-based 


permanent download service for music licensed from independent record companies, at an 


                                                   
70  I note that Apple did not disclose in discovery detailed projections for the performance of the iTunes music 


store, or indeed sales of iPods and other Apple products, in the near future; Napster, MusicNet and 
Realnetworks however disclosed their music store projections, and I review the information in section 5.4.4 
below that concerns the services these providers offer.  Given Apple’s current dominance of the U.S. digital 
music market, I consider Apple’s view of the future development of the permanent download segment over the 
rate-setting period to be of significant interest to this proceeding, just as I found it instructive to be informed of 
the strong revenue growth that subscription service providers anticipate for their businesses over the rate-setting 
period. 


71  Cue Tr. 22:10-22:12, 18:14-18:19, attached as Exhibit COA 12. 







 


32 
 


average price of as little as 25 cents per track.72  A new music provider, SpiralFrog (to be 


launched in December 2006), intends to offer free limited downloads in return for viewing ads.73 


Most albums on iTunes are priced at $9.99/album.74  I understand that the average 


number of tracks on an album is 13, which generates an average price of 77 cents per track on an 


album sold on the iTunes music store.  Apple’s new “complete-my-album” feature introduced in 


March 2007 further incentivizes the purchase of albums, because purchasers of a single track or 


tracks can be credited for those purchases when acquiring the album within 180 days.75  Despite 


the discount on tracks sold as albums, and although some digital music customers will prefer 


buying entire albums to individual tracks, single track downloads continue to dominate Apple’s 


sales model.   


                                                   
72  eMusic offers 30 downloads per month for $9.99; 50 downloads per month for $14.99; and 75 downloads per 


month for $19.99 (as from November 17, 2006). Based on full usage of the latter offer, the average price per 
track would be 25 cents. 


73  Spiral Frog Press Release, “SpiralFrog and Universal Music Group Partner in Advertising-Supported Legal 
Music Download Service,” August 29, 2006, www.spiralfrog.com [accessed November 29, 2006]. See  
UMG/Spiralfrog Amendment No. 1 to Agreement for Inclusion of Universal Videos in Online On-Demand Ad-
Supported Services, dated May 30, 2006, RIAA 56803-56819, attached as Exhibit COA 321.  


74  Apple does not charge a higher price for DRM-free album downloads, in contrast to the pricing policy on 
DRM-free single track downloads.  Cue Tr. at 78:2-78:14, attached as Exhibit COA 12. 


75  Cue Tr. at 264:18-268:5, attached as Exhibit COA 12.  See also Apple, DRM-Free and Higher Quality Audio 
Presentation, DiMA 3262-3271 at DiMA 3270-3271, attached as Exhibit COA 322. 
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Table 8: Prices of à la carte Singles and Albums, October 2006  


Music provider Single Album 
iTunes Store $0.99 $9.99 
Napster Light $0.99 $9.95 
RCN (subscribers) $0.99 $9.99 
Rhapsody $0.99 $9.99 
Rhapsody (subscribers) $0.89 $8.99 
URGE $0.99 $9.99 
Virgin Digital Red Pass $0.99 $8.99 
Wal-Mart $0.88 $9.44 
Yahoo! Music JukeBox $0.99 $9.27 
Yahoo! Music Unlimited (subscribers) $0.79 $7.72 
Zune Marketplace $0.99 $8.69 


 


Note: Price for a typical album is the price of Madonna’s “Confessions on a Dance Floor,” released in November 2005, 
which is available for sale on all the listed sites.  
[Source: Enders Analysis based on company websites accessed November 29, 2006] 
 


5.4.4 Limited Download and Interactive Streaming Services 


(i) Overview 


A number of companies offer limited download services on a monthly subscription basis, 


which typically provide customers paying a monthly fee with a fixed or unlimited number of 


downloads that may be used so long as the subscription fee is paid each month.  Napster and 


Yahoo! Music Unlimited are among the most widely known limited download services.76  A 


number of digital music providers offer two variants:  limited downloads and/or interactive 


streams that are provided solely to a PC; and “to go” services that provide portable limited 


downloads to a portable music player.  Rhapsody and Yahoo! Music Unlimited also allow users 


to convert limited downloads to permanent downloads at a discounted penny rate per track. 


                                                   
76  AOL Music Now, another of the most widely known limited download services, was acquired by Napster in 


January 2007.  See Napster/AOL Asset Purchase Agreement, dated January 11, 2007, DiMA 19353-19402, 
attached as Exhibit COA 306; Napster/AOL Amendment No. 1 to Asset Purchase Agreement, dated March 14, 
2007, DiMA 19348-19352, attached as Exhibit COA 308; Napster/AOL Assignment and Assumption 
Agreement, dated March 14, 2007, DiMA 19404-19407, attached as Exhibit COA 307.  
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Subscription-based services pursue a variety of revenue models.  The principal objective 


of companies such as Yahoo! is to attract users to its site in order to sell online advertising.77  


Music subscription services are important elements in helping to drive users to web portals such 


as Yahoo! and to that extent aggressively price their offerings in order to maximize subscriber 


numbers. 


Notwithstanding the wide variety of services and products on offer, revenues of 


subscription-based sales have not grown as rapidly as revenues from permanent download sales 


or from the sales of mobile music.  According to the RIAA, subscription revenues rose by 38 


percent between 2005 and 2006, compared to 74 and 84 percent growth for permanent download 


and mobile revenues respectively.78   


(ii) Pricing of subscription services 


Prices for subscription-based services are shown in Table 9, below.   


                                                   
77  In 2005, online advertising accounted for 87% of Yahoo’s revenues of $4.954 billion in FY2005, compared to 


only 13% from pay services.  Yahoo!’s 10-K SEC filing for FY2005 states: “We focus on increasing our user 
base and deepening the engagement of our users on the Yahoo! properties to enhance the value of our user base 
to advertisers and to increase the spending of these advertisers.” March 3, 2006, www.yahoo.com [accessed 
November 29, 2006]. 


78  RIAA, Year-End Statistics at RIAA 41998 (2006), attached as Exhibit COA 301. 







 


35 
 


Table 9: Pricing of Subscription-based Limited Download and Interactive Streaming Services, 
October 2006 


Music Format Music Provider Pricing 


AOL Music Now AOL Music Now $9.95/month 
AOL Music Now To Go $14.95/month 


Ctrax Ctrax and Ctrax2Go are restricted to educational 
institutions 


Napster Napster $9.95/month 
Napster To Go $14.95/month 


Musicmatch Musicmatch On Demand $71.88/year 


RCN RCN Music Library $7.95/month 
RCN Music To Go $13.95/month 


Rhapsody Rhapsody Unlimited $9.99/month 
Rhapsody Unlimited To Go $14.95/month 


URGE URGE All Access $9.95/month or $99/year 
URGE All Access To Go $14.95/month or $149/year 


Virgin Digital Virgin Digital Red Pass $14.99/month 


Yahoo! Music 
Yahoo! Music Unlimited $8.99/month or $71.88/year 
Yahoo! Music Unlimited To Go $14.99/month or 
$143.88/year 


Limited Downloads 


Zune Marketplace Zune Marketplace $14.99/month 


Best Buy Best Buy Digital Music Store 25 Free 


Napster Napster Free 


RCN RCN Music Library $7.95/month 
RCN Music To Go $13.95/month 


Rhapsody 
Rhapsody 25 Free 
Rhapsody Unlimited $9.99/month 
Rhapsody Unlimited To Go $14.95/month 


Interactive Streams 


Virgin Digital Virgin Digital Red Pass $14.99/month 
[Source: Enders Analysis based on company websites accessed November 29, 2006] 
 


Best Buy, Rhapsody and Napster offer free, advertising-supported interactive streaming 


services, tapping into the booming U.S. online advertising market worth $12.5 billion in 2005.79  


Rhapsody 25 offers users up to 25 interactive streams per month without charge.80  Users register 


and download a customized version of the Rhapsody software that incorporates several 


                                                   
79  IAB/PwC, IAB Internet Advertising Revenue Report 2005 Full-Year Results, April 2006; IAB/PwC, IAB 


Internet Advertising Revenue Report Second Quarter 2006 and First Six Months Results, September 2006, 
www.iab.net [accessed November 29, 2006]. 


80  RealNetworks Press Release, “Real introduces Rhapsody.com, the first web destination to offer free and legal 
access to a deep catalog of full length songs from all major labels,” December 5, 2005, www.realnetworks.com 
[accessed November 29, 2006]. 
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advertising slots.  The same model is also available from the Bestbuy.com digital music store.  


Napster.com has an ad-supported service also offering users interactive streams without charge.81   


(iii) Revenue models 


The revenue streams from these different business models vary greatly, as described 


below.  Table 9-B sets forth the net revenues disclosed by Napster for FY 2004 through FY 2007 


(to date).  This information reveals that Napster has two significant revenue streams:  


subscription, and permanent downloads, the latter accounting for 34 percent of Napster’s 


revenues in FY 2006 and 32 percent in FY 2007 to date.82  


Table 9-B: Napster Revenue, FY 2004 – FY 2007 
 


 FY 2004 FY 2005 FY 2006 FY 2007 
YTD 


Revenue 
Permanent Downloads $4,982 $21,458 $27,859 $11,994 
Subscription Services, including limited 
downloads $6,244 $17,361 $49,137 $25,137 


Other $738 $2,553 $4,595 $423 
Total net revenue $11,964 $41,371 $81,591 $37,554 
Share 
Downloads 41.6% 51.9% 34.1% 31.9% 
Subscription 52.2% 42.0% 60.2% 66.9% 
Other 6.2% 6.2% 5.6% 1.1% 
Total net revenue 100.0% 100.0% 100.0% 100.0% 
Growth 
Downloads  330.7% 29.8% n/a 
Subscription  178.0% 183.0% n/a 
Other  245.9% 80.0% n/a 
Total net revenue  245.8% 97.2% n/a 


Note: Total net revenue is stated, as in the disclosed results, to include certain promotional costs 
[Source: Enders Analysis based on Napster disclosure, Napster U.S Income Statements, Subscriber Data and Gross 
Margin Data, DiMA 3913-3931 (“Napster Financial Data”) at DiMA 3913-3926, attached as Exhibit COA 482; Napster, 
Inc. Form 10-K, Filed June, 6, 2007 for Period Ending March 31, 200, DiMA 39671-39854 (“Napster 10-K 2007”), 
attached as Exhibit COA 323.] 


                                                   
81  Napster Press Release, “Napster.com is Now Free,” May 1, 2006, www.napster.com [accessed November 29, 


2006]. 


82  Napster did not break down its permanent download revenue figures or disclose the portion of its sales of 
permanent downloads that are purchased by subscribers, and I therefore cannot establish the portion of 
permanent download revenues that are attributable to consumers who also subscribe to Napster’s subscription 
service. 
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Napster reported 183 percent growth in subscription revenues in FY 2006.  Such 


revenues are driven by prices of available services (see Table 9 above) and adoption of these 


services by customers.  Napster’s disclosed subscriber information, reported in Table 9-C, 


indicates that subscriber numbers spiked in March 2007 (656,000), with the addition of former 


AOL subscribers, declining thereafter to 592,300 by the end of July.83  


Table 9-C: Napster subscribers, Calendar Year October 2003-July 2007 


 


 


 


 


 


Notes:  1. End of period data.  
 2. Excludes university students. 
[Source: Enders Analysis based on Napster disclosure, Napster Subscriber Metrics, DiMA 22188-22212 at DiMA 22197-
22200, attached as Exhibit COA 487.] 


 
I also reviewed Napster’s latest annual report filed with the Securities Exchange 


Commission, which contains information for its completed fiscal year 2007.84  As shown in 


Table 9-D, Napster’s revenue continued to grow in FY 2007, although its revenue growth rate 


appears to have dropped to 13 percent.85  The reduction in revenue growth in FY 2007 appears to 


                                                   
83  These subscriber figures exclude university students, who are able to subscribe to Napster at special rates and 


with special terms designed for the university context.  Because such subscriptions are only active during the 
school year, the number of subscribers rises dramatically during August and September but then drops 
dramatically in May and June, with less variation in the intervening months.  Accordingly, I felt that these 
numbers artificially affected the total subscription figures available for analysis and thus excluded them. 


84  See Napster 10-K 2007, DiMA 39671-39854, attached as Exhibit COA 323.  


85  Napster FY 2007 revenue is for North America (including Canada) as reported in Napster’s FY 2007 annual 
report.  All other data is for the U.S. as disclosed.  Napster 10-K 2007, DiMA 39671-39854, attached as Exhibit 
COA 323. 
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be related to the slow growth of subscribers, and the high number of subscribers who leave the 


service from month-to-month.  Nevertheless, I expect that the addition of AOL subscribers in 


March 2007 should increase Napster revenues in FY 2008.  


Table 9-D: Napster Revenue, FY 2004 – FY 200786  
 


 FY 2004 FY 2005 FY 2006 FY 2007 
Total revenue (000s) $11,964 $41,372 $81,591 $92,227 
Growth (%)  245.8% 97.2% 13.0% 


Note: FY 2007 revenue is for North America (i.e. including Canada) as reported in Napster’s annual report, all other 
revenues are for the U.S. as provided in discovery. 
[Source: Enders Analysis based on Napster disclosure, Napster Financial Data at DiMA 3913, attached as Exhibit COA 
482 ; Napster 10-K 2007, DiMA 39671-39851, attached as Exhibit COA 323.] 
 


MusicNet does not retail digital music directly to customers, but offers a platform to 


enable other companies to offer a digital music service to customers.  MusicNet wholesales a 


range of digital music services to clients, including subscription services (limited downloads and 


interactive streaming) and permanent downloads.  Table 9-E sets out the various revenue streams 


for MusicNet.  Most revenue is generated by subscription services, although revenues from 


permanent downloads are growing, rising to 15.4 percent during January-August 2006. 


                                                   
86  Napster’s financial year ends in March and as such FY 2007 finished on March 31, 2007.   
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Table 9-E: MusicNet Revenue, 2002 – Aug 2006 
 
 2002 2003 2004 2005 Jan-Aug 2006 
Revenue 
Subscription (000s) - $6,412 $18,255 $32,178 $19,869 
Permanent download (000s) - - $1,150 $3,771 $3,607 
Other (000s)  - - $96 $67 $9 
Total (000s) $1,264 $6,412 $19,456 $36,016 $23,486 
Share of total revenue 
Subscription  - 100.0% 93.8% 89.3% 84.6% 
Permanent download - 0.0% 5.9% 10.5% 15.4% 
Other - 0.0% 0.5% 0.2% 0.0% 
Total revenue 100.0% 100.0% 100.0% 100.0% 100.0% 
Growth 
Subscription  - - 184.7% 76.3% N/A 
Permanent download - - - 227.9% N/A 
Other - - - -30.2% N/A 
Total revenue - 407.3% 203.4% 85.1% N/A 


[Source: Enders Analysis based on MusicNet disclosure.  See MusicNet Statement of Operations, DiMA 9161-9164, 
attached as Exhibit COA 468; MusicNet Historical and Projected Financials (“MusicNet Financials”), DiMA 11936-
11939, attached as Exhibit COA 324.] 


 
RealNetworks retails subscription and permanent downloads to customers directly 


through its Rhapsody storefront and also offers a platform to enable third parties, such as 


BestBuy, to retail digital music services to customers.  RealNetworks also offers a webcasting 


service to customers, RadioPass.  Mr. Timothy Quirk, of RealNetworks, disclosed the revenues 


from these different lines of business in his submission of November 29, 2006.87  As shown in 


Table 9-F, the share of RealNetworks’ revenue from the Rhapsody services was over 70 percent 


in FY 2005, compared to a 25 percent share for tracks.  The majority of revenue from sales of 


tracks is generated from purchases made by consumers who subscribe to Rhapsody’s limited 


                                                   
87  While preparing this report, I reviewed the significant volume of financial information produced on behalf of 


RealNetworks, but because the production was heavily weighted with monthly reports and appears not to 
contain year-end audited financial reports, I was unable to replicate the summary prepared by Mr. Quirk.   
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download services, which indicates that even customers who utilize subscription “rental” 


services also choose to purchase music to own it.88 


Table 9-F: RealNetworks Music Revenue, FY 2005 – July 2006 
 


 FY 2005 Q1-July 
2006 


Revenue 
Rhapsody Unlimited $49,789,000 $33,074,000 
Rhapsody To Go $1,191,000 $4,076,000 
Permanent downloads – subscribers $11,954,000 $7,584,000 
Permanent downloads – non-subscribers $7,818,000 $4,157,000 
Tracks – total $19,772,000 $11,741,000 
RadioPass (webcasting) $8,074,900 $2,969,800 
Total $78,826,900 $51,860,800 
Share 
Rhapsody Unlimited 63.2% 63.8% 
Rhapsody To Go 1.5% 7.9% 
Permanent downloads – subscribers 15.2% 14.6% 
Permanent downloads – non-subscribers 9.9% 8.0% 
Tracks – total 25.1% 22.6% 
RadioPass (webcasting) 10.2% 5.7% 
Total 100.0% 100.0% 


[Source: Enders Analysis based on Timothy Quirk submission, RealNetworks Music Group, FY 2006 – July 2006 Actual, 
Exhibit E to Written Testimony of Timothy Quirk, attached as Exhibit COA 325.] 
 


(iii) Forecasts 


Napster’s forecasts for the next five financial years are reported in Table 9-G.  Napster 


expects total revenue will grow to $514 million by FY 2012, representing a five-fold increase 


from the revenue level anticipated for FY 2008.  Central to the forecasted increase in total 


revenue is a forecast for a sharp rise in subscription revenue, as Napster expects subscriber 


numbers to triple, rising from 574,000 in FY 2008 to 1,956,000 by FY 2012.89  Napster also 


anticipates a substantial increase in revenues derived from mobile services (see Section 5.4.5 


below) to just over one-third of revenues by FY 2012. 


                                                   
88  RealNetworks, “Subscription Services: Why Should You Give a Damn?” Presentation, dated September 1, 


2007, DiMA 8517-8524 at DiMA 8518, attached as Exhibit COA 326. 


89  Napster 5-Year Model at DiMA 21468, attached as Exhibit COA 305. 
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Table 9-G: Napster forecast FY 2008 – FY 2012 
 


 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 
Revenue (000s)      
Download $24,973 $28,254 $35,908 $46,251 $57,328 
Subscription $77,845 $92,908 $139,175 $203,726 $273,155 
Mobile-Services $630 $5,767 $13,937 $23,431 $33,253 
Mobile-Sideloading $3,146 $13,809 $41,207 $86,395 $147,067 
Advertising $576 $1,521 $2,513 $3,282 $3,669 
Total revenue $107,170 $142,260 $232,739 $363,086 $514,473 
Growth (%)      
Download N/A 13.1% 27.1% 28.8% 23.9% 
Subscription N/A 19.3% 49.8% 46.4% 34.1% 
Mobile-Services N/A 815.4% 141.7% 68.1% 41.9% 
Mobile-Sideloading N/A 338.9% 198.4% 109.7% 70.2% 
Advertising N/A 164.1% 65.2% 30.6% 11.8% 
Total revenue N/A 32.7% 63.6% 56.0% 41.7% 


[Source: Enders Analysis based on Napster disclosure, Napster 5-Year Model Back-up Data, DiMA 21470-21667 at 
DiMA 21470-21473, attached as Exhibit COA 488.] 
 


RealNetworks also forecasts growth in its submissions, forecasting subscriber numbers 


reaching between 5.4 and 10 million by the end of 2010.90  MusicNet’s subscriber forecasts are 


reported in Table 9-H, with subscriber numbers forecast to be ten times the 2006 level by 2010.   


Table 9-H: MusicNet forecast FY 2008 – FY 2010 
 
 2004A 2005A 2006A 2007F 2008F 2009F 2010F 
Pro Forma Subscribers (000s) 296 590 330 730 1,628 2,529 3,351 
Growth  99.3% -44.1% 121.2% 123.0% 55.3% 32.5% 
Note: Pro-Forma subscriber projections exclude Cdigix subscribers, AOL subscribers and approximately 175,000 
MusicMatch/Yahoo subscribers currently scheduled to migrate to the MusicNet platform during 2007. 
[Source: Enders Analysis based MusicNet disclosure, MusicNet Financials at DiMA 11936-11939, attached as Exhibit 
COA 324.] 


 
It thus appears that the major U.S. subscription service providers – Napster, 


RealNetworks and MusicNet – anticipate that their services will encounter significantly 


increased adoption in the near future, both those delivered online and over mobile networks, thus 


driving strong revenue growth over the coming years and through the rate period at issue. 


                                                   
90  See RealNetworks, Saddle Creek Records Subscription Revenue Analysis, DiMA 8881-8891, attached as 


Exhibit COA 327. 







 


42 
 


5.4.5 Wireless Phone Carriers 


The last category of significant players in the U.S. digital music market are the wireless 


phone operators.  Today, there are four major wireless phone operators, Cingular, Sprint, T-


Mobile and Verizon, who together have approximately 185 million subscribers.91  


The most established mobile music downloading activity concerns ringtones: about 41 


million Americans have downloaded ringtones as of Q1 2007.92  All networks currently offer 


ringtunes: Sprint offers ringtunes at $2.50 with a 90 day use limit; T-Mobile offers Hi-Fi Ringers 


at $1.99; Cingular offers ringtunes at $2.50 with a 90 day use limit; while Verizon’s prices 


ringtunes at $2.49 to contract customers and $3.49 to prepay customers.  Cingular93 and Verizon94 


each also offer volume discounts for ringtones. 


According to M:Metrics, a leading mobile consumer research firm, the market for full-


track downloads to mobile phones is only beginning to emerge in the U.S.95  Sprint and Verizon 


offer permanent downloads to their subscribers’ cell phones and “dual-downloads,” which 


provide one copy for download over the wireless network to a user’s wireless phone and another 


copy for download over the Internet to his or her PC. Sprint charges $2.50 for the dual-download 


and Verizon charges $1.99.  The “Napster Mobile” service, hosted by handset manufacturer 


                                                   
91  Sprint, “3rd Quarter 2006 Investor Update” presentation, October 26, 2006, www.sprint.com [accessed 


November 29, 2006], Verizon, www.verizon.com, [accessed November 29, 2006], Cingular, www.cingular.com 
[accessed November 29, 2006], T-Mobile, www.w2forum.com, [accessed November 29, 2006]. 


92  Tempo Q1 2007 at DiMA 16533, 16550, attached as Exhibit COA 309.  


93  Cingular Sounds Tone Club offers a 20% discount for a monthly 3 tone pack or a 30% discount for a 6 tone 
pack. 


94  Verizon’s contract customers pay $5.49 for 2 tones (8% discount) and $9.99 for 4 tones (17% discount), and 
prepay customers pay $6.49 for 2 tones (7% discount) and $11.99 for 4 tones (12% discount).  


95  M:Metrics Press Release, September 26, 2005, www.mmetrics.com [accessed November 29, 2006]. 
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Ericsson, offers customers access to OTA dual-downloads for 99 cents per track, and is available 


to the customers of AT&T, Suncom Wireless and Cellularone.96 


The prices charged by Verizon, Sprint, Cingular and T-Mobile for different forms of 


mobile music are shown below in Table 10.  


Table 10: Mobile Music Pricing, October 21, 2006 


Network Ringtune  Full track download 


Verizon $2.99 for single use on 
contract/$3.49 on prepay $1.99 for dual-download 


Sprint $2.50 for 90 days use $2.50 for dual-download 


Cingular $2.49 N/A 


T-Mobile $1.99 N/A 


[Source: Enders Analysis based on company websites accessed November 29, 2006] 
 


5.5 Costs of Digital Production and Distribution of Music 


The costs associated with the manufacture, distribution and retailing of physical music 


formats are not incurred in connection with digital music sold and distributed over the Internet or 


a wireless network.  I have reviewed the amended report of Helen Murphy, another expert 


testifying on behalf of the Copyright Owners and I understand that, for record companies the 


lower costs of sales for the Internet-based sale and distribution of digital music allow them to 


enjoy higher profit margins on such sales.97  I have also reviewed the information disclosed in 


                                                   
96  See Napster 5-Year Model Back-up Data, DiMA 21470-21667 at DiMA 21470-21473, attached as Exhibit 


COA 488. 


97  Eric Nicoli, Chairman of EMI plc, stated: “Certain costs borne in the physical world such as manufacturing, 
returns and pick-pack-ship are not relevant for digital products. For physical products, these costs are in the 
range of 15% to 18% of sales.” EMI Annual Report 2005, www.emigroup.com [accessed November 29, 2006]. 
A presentation made at the JPMorgan High Yield Conference in 2006 stated that “Digital drives greater 
efficiency and improved profitability.”  EMI, Presentation at JP Morgan High Yield Conference, dated February 
5, 2006, RIAA 43940-44005 at RIAA 43966, attached as Exhibit COA 328.   
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discovery relating to the costs incurred by digital music providers in supplying digital music, as 


set forth more fully below.98   


Based on the discovery I have reviewed, online music providers incur the following 


categories of costs in connection with the digital distribution of music:  the costs of licensing 


content from record companies and music publishers;99 the costs of maintaining a network of 


servers to store digital music files; the bandwidth costs of delivering music to customers; the 


costs of selling to customers, including marketing costs, professional and legal fees, and credit 


card fees; general administrative costs; and certain research and development (R&D) costs 


related to the storefront.   


For online music providers, the most substantial costs incurred in selling digital music to 


customers are the licensing payments made under their agreements with the record companies.  


Most music providers conclude licensing agreements with all four major record companies 


(EMI, Warner, Sony BMG and Universal) as well as the leading independent record companies, 


to ensure that customers can find virtually any track on their respective online music stores.  For 


example, the iTunes Store offers its customers access to over 6 million tracks.100   


                                                   
98  The absence of information of a similar nature from the wireless phone carriers prevents me from addressing 


the costs issue for this category of digital music services. 


99  The content typically delivered by the record company to the digital music provider includes: the eMaster, a 30-
second clip for sampling purposes, metadata (e.g. artist name, title of track, date of composition, playing time), 
artwork, and copyright notices.  The eMaster is produced from the same master recording used to produce a 
CD.  The record company delivers content files to the digital music provider either by electronic transmission, 
from the “digital asset management” (DAM) system, by CD or by other physical device such as a hard drive.  
The digital music provider then ingests and uploads the content files to the server; ingestion may include the 
application of digital right management software by the digital music provider.  Alternatively this step can be 
done by the record company.  The recording is now ready for distribution to customers. See, e.g., Apple/Warner 
Digital Music Download Agreement, dated April 28, 2006, RIAA 24261-24300 (“Apple/Warner Download 
Agreement”), attached as Exhibit COA 431. 


100  Cue Tr. at 147:7-147:10, attached as Exhibit COA 12. 
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I have reviewed the financial information concerning the costs of operating digital music 


services disclosed in discovery by Apple, Napster and MusicNet.101  I have reviewed the content 


costs supplied by RealNetworks, but due to the international nature of their business (operating 


in Canada, Japan, Australia, Singapore, Korea and the United Kingdom), as well as the fact that 


their revenues include those derived from their webcasting service, I was not able to establish 


operating costs solely attributable to permanent download and subscription services sold in the 


U.S.  Because Apple is the dominant provider of permanent download services in the U.S. and 


Napster is among the leading subscription services, however, I am of the view that my analysis 


of these two companies, as set forth below, is illustrative of the economics of the digital music 


models they and other providers respectively pursue.  


5.5.1  Costs of Permanent Download Services 
 


The principal cost paid by Apple to distribute permanent downloads is the licensing costs 


paid to the record companies (which costs include the current mechanical license fee paid to the 


Copyright Owners).  I have reviewed Apple’s license agreements with the four major record 


companies (EMI, Warner, Sony BMG and Universal).  The key provisions include: 


• The duration of the agreements vary, but generally require periodic re-


negotiation:  EMI’s latest amendment to the initial agreement with Apple dated 


April 7, 2003, expires in 2009;102  Warner Music Group’s agreement with Apple 


dated April 28, 2006, provides for an 18-month term, followed by an automatic 


                                                   
101  Apple, iTunes P&L at DiMA 3816-3826, attached as Exhibit COA 461; Napster Financial Data at DiMA 3913-


3926, attached as Exhibit COA 482; MusicNet Statement of Operations, DiMA 9161-9164, attached as Exhibit 
COA 468. 


102  See Apple/EMI 5th Amendment, RIAA 8264-8271, attached as Exhibit COA 405. 
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renewal for three month periods;103  the amendment dated June 27, 2007 to the 


agreement between Sony BMG and Apple dated April 28, 2006, contains a term 


of about 13 months;104 and the amended agreement between Universal and Apple 


dated April 28, 2006, expired on April 28, 2007, without being renewed, but 


remains in place on a 30-day notice period.105 


• Apple has full discretion over the retail pricing of tracks and albums, insofar as 


the disclosed agreements do not require Apple to price tracks and albums at 


specific price-points.106  


• Three of four record companies (Universal Music Group, Sony BMG, Warner 


Music Group) are remunerated on the basis of a formula consisting of the 


“greater of 70% of retail, or $0.70.”107 Accordingly, the per track income of these 


                                                   
103  See Apple/Warner Download Agreement, RIAA 24261-24300, attached as Exhibit COA 431. 


104  See Apple/Sony BMG Digital Music and Video Download Agreement, dated April 28, 2006, DiMA 3600-3643, 
attached as Exhibit COA 445; Apple/Sony BMG 4th Amendment to the Digital Music and Video Download 
Agreement, dated April 28, 2006, DiMA 3578-3599 (“Apple/Sony BMG 4th Amendment”), attached as Exhibit 
COA 444. 


105  See Apple/Universal Sound Recordings Agreement, dated December 13, 2002, DiMA 3691-3733 
(“Apple/Universal Sound Recordings Agreement”), attached as Exhibit COA 452; Apple/Universal 
Amendment to the Universal Sound Recordings Agreement, dated June 26, 2007, DiMA 3657, attached as 
Exhibit COA 447.  According to Mr. Cue’s tesimony, among the issues discussed in the negotiations that took 
place between Apple and Universal in the Spring of 2007 was the proposal from Universal that Apple grant it a 
royalty payment for each iPod sold.  Warner is also asking for such a per-iPod payment.  Cue Tr. At 34:10-36:3, 
attached as Exhibit COA 12. 


106  Information disclosed during discovery indicates that Apple has resisted attempts by the record companies to 
influence iTunes pricing levels.  Universal, for example, seems to have been interested in a 3-tier variable 
pricing plan, which Apple rejected.  See Emails between Steve Jobs and Eddy Cue re: iTunes UMG Track 
Pricing Analysis, dated March 9, 2007, DiMA 68950, 68951, attached as Exhibit COA 329and Exhibit COA 
330, respectively.  Eddy Cue, at his deposition, stated that “[a]t some point all of” the record labels have 
expressed the view that Apple should charge more than 99 cents at least for some songs. Cue Tr. at 28:2, 
attached as Exhibit COA 12. See also Tr. of Deposition of David Munns dated Oct. 16, 2007 (“Munns Tr.”) at 
56:7-57:5, 60:8-61:18, attached as Exhibit COA 4. 


107  See Apple/Universal Sound Recordings Agreement, DiMA 3691-3733, attached as Exhibit COA 452; 
Apple/Sony BMG 4th Amendment, DiMA 3578-3599, attached as Exhibit COA 444; Apple/Warner Download 
Agreement, RIAA 24261-24300, attached as Exhibit COA 431. 
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record companies rises in the event Apple raises the retail price, but that income 


is protected from declines in price by the presence of a minimum per track 


payment.  


• EMI is remunerated on the basis of $0.70/track and $0.90/track for premium or 


DRM-free tracks.108 EMI’s content licensing income is, therefore, entirely 


independent of or “unlinked” from the digital music retail pricing practices of 


Apple; and 


• The payments made by Apple to the record companies includes the mechanical 


royalty that is owed to the Copyright Owners.  The record companies are then 


responsible for passing the mechanical license fee through to the Copyright 


Owners.109 


A summary of the terms on which record companies are compensated for their content is 


set forth in Table 10-B below. 


                                                   
108  Apple/EMI 5th Amendment, RIAA 8264-8271, attached as Exhibit COA 405. 


109  See Apple/EMI 5th Amendment, RIAA 8264-8271, attached as Exhibit COA 405, Apple/Universal Sound 
Recordings Agreement at DiMA 3691-3733, attached as Exhibit COA 452; Apple/Sony BMG 4th Amendment, 
DiMA 3578-3599, attached as Exhibit COA 444; Apple/Warner Download Agreement, RIAA 24261-24300, 
attached as Exhibit COA 431. 
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Table 10-B: Remuneration Paid to Major Record Companies from the Sale of Single Track 
Downloads110 
 


Record Company Contract Terms 


EMI 
$0.70 for standard 
$0.90 for DRM-free 
(“premium”) downloads 


Warner Music Group Greater of $0.70 or 70% 
of retail 


Universal Music Group Greater of $0.70 or 70% 
of retail 


 Sony BMG  Greater of $0.70 or 70% 
of retail 


[Source: Enders Analysis based on Apple/EMI 5th Amendment, RIAA 8264-8271, attached as Exhibit COA 405, 
Apple/Universal Sound Recordings Agreement at DiMA 3691-3733, attached as Exhibit COA 452; Apple/Sony BMG 4th 
Amendment, DiMA 3578-3599, attached as Exhibit COA 444; Apple/Warner Download Agreement, RIAA 24261-24300, 
attached as Exhibit COA 431. ] 


 
The information disclosed through discovery by Apple about iTunes has enabled me to 


estimate the aggregate payments made by Apple to the record companies for each calendar year 


of operation to date.111  In 2006, Apple sold 928 million tracks (either as single tracks or as part 


of an album), generating $758.6 million in revenue and $130.7 million of contribution margin.  


In 2006, the content licensing payment to record companies totaled $538.7 million, of which 


$454.2 million was retained by the record companies for the use of their copyright, amounting to 


some 60 percent of the 2006 revenues of the U.S. iTunes music store (See Table 10-C).  The 


costs of licensing from the Copyright Owners constitutes approximately 11 percent of Apple’s 


                                                   
110 I note that the disclosed agreements do not allow me to assess the financial terms applicable to digital album 


sales to the same extent as tracks.  Having reviewed the agreements, however, it seems that Apple pays some 
companies a defined album price such as $6.75/album and some their “standard wholesale price” for digital 
album sales, as they are set by the company’s price cards.  See Apple/BMG Digital Music Download 
Agreement, dated January 1, 2003, RIAA 13498-13517, attached as Exhibit COA 408; Apple/EMI Digital 
Music Download Agreement, dated April 7, 2003, RIAA 7732-7759, attached as Exhibit COA 400.  Apple also 
pays some record companies an album rate that tracks the rate for single track downloads, such as a payment of 
the “greater of $7.00 per album or 70% of the retail price.” See Apple/Universal Sound Recordings Agreement, 
dated December 13, 2002, RIAA 18329-18357 at RIAA 18347, attached as Exhibit COA 417.   


111  Apple, iTunes P&L at DiMA 3816-3826, attached as Exhibit COA 461. 
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2006 revenues from the U.S. iTunes Music Store.  The marketing spend incurred by iTunes in 


the U.S. as disclosed is also low:  in 2006, Apple spent $6.3 million on marketing, which is 0.8 


percent of 2006 revenues.  Thus, the record companies’ content licensing payments represent by 


far the single most significant cost incurred by Apple to operate its iTunes music store.  These 


costs are presented in greater detail in Table 10-C. 


Table 10-C: Distribution of iTunes U.S. Music Store Costs, 2003-H1 2007 
 
Calendar Year 2003 2004 2005 2006 H1 2007 
iTunes music revenue (m) $24.8 $139.5 $422.7 $758.6 $558.4 
Minus costs (m): 
Content licensing $17.4 $97.6 $297.0 $538.7 $397.0 
- Record company $15.1 $83.7 $253.5 $454.2 $336.3 
- Copyright owners $2.3 $13.9 $43.5 $84.5 $60.7 
Akamai bandwidth & storage $0.7 $2.1 $6.5 $9.6 $7.4 
Total Other costs of goods sold 
(OCOGS) $2.6 $12.6 $29.2 $42.8 $30.8 


Operating expenses:      
- Credit card fees (m) $1.0 $6.0 $16.9 $22.2 $12.5 
- Marketing $0.4 $1.6 $3.9 $6.3 $3.8 
- Other $1.9 $4.7 $12.5 $17.9 $11.4 
Total operating expenses $3.3 $12.3 $33.3 $46.4 $27.7 
Equals: 
Contribution margin (m) $1.6 $17.0 $63.1 $130.7 $102.7 
Share of revenue: 
Content licensing costs 70.2% 70.0% 70.3% 71.0% 71.1% 
- Record company 60.9% 60.0% 60.0% 59.9% 60.2% 
- Copyright owners 9.3% 10.0% 10.3% 11.1% 10.9% 
Akamai bandwidth & storage 2.8% 1.5% 1.5% 1.3% 1.3% 
Total OCOGS 10.5% 9.0% 6.9% 5.6% 5.5% 
- Credit card fees 4.0% 4.3% 4.0% 2.9% 2.2% 
- Marketing 1.6% 1.1% 0.9% 0.8% 0.7% 
- Other 7.7% 3.4% 3.0% 2.4% 2.0% 
Total operating expenses 13.3% 8.8% 7.9% 6.1% 5.0% 
Contribution margin 6.5% 12.2% 14.9% 17.2% 18.4% 


Note: iTunes music revenue excludes the revenue from sales of iPod accessories that are also sold on the storefront and 
included in Apple’s SEC filings under the category of music revenues. 
[Source: Enders Analysis based on Apple disclosure, Apple, iTunes P&L at DiMA 3816-3826, attached as Exhibit COA 
461.]  
 


As I noted previously, Apple did not disclose its forecast of revenues and costs of the 


iTunes music store for the rate-setting period 2008 to 2012, despite the importance of this 


information for setting rates for the forthcoming period.  To inform myself on this matter, I 







 


50 
 


projected iTunes music store revenues, costs and margins, if the Copyright Owners’ proposed 


rates are adopted, based on my forecast for growth in sales of permanent downloads in the period 


to 2012 (see Section 6 below), and an assumption on the share of those sales that could 


reasonably be anticipated to accrue to iTunes, as the dominant music provider in the U.S. 


today.112  Under the assumption that iTunes maintains its current content licensing regime for the 


period through 2012, without changing the levels of record company remuneration or its existing 


price points, and thereby having the record companies bear the cost of increased mechanical 


royalty rates, I project the contribution margin of iTunes will rise in line with revenue growth 


(Table 10-D). 


Table 10-D: Forecasts for iTunes under a stable content licensing regime, 2007-2012 
 
Calendar Year 2007e* 2008e 2009e 2010e 2011e 2012e 
Revenue (m) $1,025.7 $1,347.9 $1,632.4 $1,866.8 $2,033.1 $2,191.7 
Content licensing costs (m) $730.0 $959.6 $1,163.5 $1,330.0 $1,448.7 $1,561.4 
Total OCOGS (m) $59.7 $83.3 $100.9 $115.4 $125.7 $135.5 
Total operating expenses (m) $57.9 $86.9 $105.2 $120.3 $131.0 $141.3 
Contribution margin (m) $177.9 $218.1 $262.7 $301.0 $327.7 $353.5 
Contribution margin % 17.3% 16.2% 16.1% 16.1% 16.1% 16.1% 
*Data for the first half of 2007 is supplied by Apple, and the second half of 2007 is an estimate of Enders Analysis. 
[Source: : Enders Analysis based on Apple disclosure, Apple, iTunes P&L at DiMA 3816-3826, attached as Exhibit COA 
461.] 


I have also projected the results if Apple and the record companies agree to assign 


entirely to iTunes the increase in the mechanical royalty rate should the Copyright Owners’ 


proposal be accepted.  In this scenario, iTunes would absorb the increased royalty rates while the 


record companies would maintain their current content licensing income levels of around 60 


                                                   
112  My forecast for iTunes assumes Apple’s continued market share of 85%, and applies that percentage to my 


forecast for sales growth in the entire market over the period.  The cost of goods and operating expenses have 
been projected forward on a per track basis using a weighted average of historic costs.  The mechanical royalty 
costs (considered as part of the content licensing costs) are based on adoption of the Copyright Owners’ 15 
cents per track proposal, with adjustments every two years to account for the effects of inflation using projected 
CPI rates. The total revenue is calculated from total track volumes, using the average revenue per track for 
iTunes, based on financial information disclosed in discovery.  
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percent of retail.  As set forth below in Table 10-E, under such circumstances, Apple would still 


enjoy a healthy contribution margin. 


Table 10-E: Forecasts for iTunes under iTunes full absorption of rate increase, 2007-2012 
 
Calendar Year 2007e* 2008e 2009e 2010e 2011e 2012e 
Revenue (m) $1,025.7 $1,347.9 $1,632.4 $1,866.8 $2,033.1 $2,191.7 
Content licensing costs (m) $730.0 $1,050.7 $1,272.4 $1,470.6 $1,601.6 $1,745.0 
Total OCOGS (m) $59.7 $83.3 $100.9 $115.4 $125.7 $135.5 
Total operating expenses (m) $57.9 $86.9 $105.2 $120.3 $131.0 $141.3 
Contribution margin (m) $177.9 $127.0 $153.8 $160.5 $174.8 $170.0 
Contribution margin % 17.3% 9.4% 9.4% 8.6% 8.6% 7.8% 
*Data for the first half of 2007 is supplied by Apple, and the second half of 2007 is an estimate of Enders Analysis. 
[Source: Enders Analysis based on Apple disclosure, Apple, iTunes P&L at DiMA 3816-3826, attached as Exhibit COA 
461.]  


 
5.5.2 Costs of Limited Download and Interactive Streaming Services 


 
As I noted above, Napster offers a permanent download service similar to iTunes but is 


promoted primarily as a subscription service.  Accordingly, my review of Napster’s agreements 


with Universal, EMI, Warner Music Group and Sony BMG concerning subscription services 


provides an important counterpoint to my review of corresponding agreements between these 


record companies and Apple.113  The key elements of these agreements, which are summarized in 


Table 10-F, include: 


• Napster retains full discretion on the retail pricing of its services in all categories, 


including non-portable subscription services and portable subscription services 


(known as “to go” services), and also the prices of permanent downloads of 


tracks and albums, insofar as no clause requires Napster to set specific price-


points for its services; 


                                                   
113  See Napster Summary of Record Company Subscription and Permanent Download Agreements, DiMA 20331-


20335, attached as Exhibit COA 331.  A similar summary document was produced describing content licensing 
deals for MusicNet.  Summary of Record Company Permanent Download Agreements, DiMA 12265-12277, 
attached as Exhibit COA 332. 
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• For portable and non-portable subscription services (other than those provided to 


university students), record companies are remunerated on the basis of a “greater 


of” formula, with regard to a penny rate for each play event, or the record 


company’s proportionate share (based on the number of play events) times a 


percentage of retail revenue generated, or the record company’s proportionate 


share times a per subscriber fee; 


• The royalty formula generally provide for higher per subscriber fees for portable 


subscription services than non-portable subscription services; 


• Advances are generally required to be paid to record companies; and 


• Record companies do not remunerate publishers for the use of their copyright in 


subscription services, which is the subject of a separate agreement, reached in 


2001.114 


                                                   
114  Agreement Between the RIAA, NMPA and HFA for Licensing and Authorization of On-Demand Streams and 


Limited Downloads, dated October 5, 2001.  Exhibit CO 0004 to Written Direct Statement of NMPA, The SGA 
& The NSAI, filed on November 30, 2006. 
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Table 10-F: Napster agreements on royalty rates for online, on-demand subscription services  
 


Service Universal Music 
Group EMI Sony BMG Warner Music Group 


Non-
portable 


Greater of: 
(a) 50% of retail 
revenue generated 
multiplied by UMG’s 
usage share of plays; or 
(b) $4.00 per subscriber 
per month multiplied by 
UMG’s usage share of 
plays; or  
(c) $0.01 for each play 
event 


Greater of: 
(a) 45% of revenue 
generated multiplied by 
EMI’s usage share of 
plays; or  
(b) $4.50 per monthly 
subscriber per month 
multiplied by EMI’s 
usage share of plays; or  
(c) $0.01 for each play 
event 


Greater of: 
(a) 43.5% of retail 
revenue generated 
multiplied by Sony 
BMG’s usage share of 
plays; or (b) $2.50 per 
subscriber per month 
multiplied by Sony 
BMG’s usage share of 
plays; or  
(c) $0.01 for each play 
event 


Greater of  
(a) 45% of retail 
revenue generated 
multiplied by WMG’s 
usage share of plays; or 
(b) $2.50 per subscriber 
per month multiplied by 
WMG’s usage share of 
plays; or  
(c) $0.01 for each 30-
second play event 


Portable 


Greater of: 
(a) 50% of retail 
revenue generated 
multiplied by UMG’s 
usage share of plays; or 
(b) $7.50 per subscriber 
per month multiplied by 
UMG’s usage share of 
plays; or  
(c) $0.02 for each play 
event 


Greater of: 
(a) 45% of retail 
revenue generated 
multiplied by EMI’s 
usage share of plays; or  
(b) $8.25 per monthly 
subscriber per month 
plus $8.00 per annual 
subscriber per month, 
multiplied by EMI’s 
usage share of play for 
monthly and annual 
subscribers 
respectively; or  
(c) $0.01 for each play 
event 


Greater of: 
(a) 43.5% of retail 
revenue generated 
multiplied by Sony 
BMG’s usage share of 
plays, or (b) $8.00 per 
subscriber per month 
multiplied by Sony 
BMG’s usage share of 
plays, or  
(c) $0.01 for each play 
event 


Greater of  
(a) 53% of retail 
revenue generated 
multiplied by WMG’s 
usage share of plays, or 
(b) $8.00 per subscriber 
per month multiplied by 
WMG’s usage share of 
plays, or  
(c) $0.01 for each 30-
second play event 


Advance $1,000,000 annually $350,000 per quarter $1,125,000 annually $500,000 per quarter 
 [Source: Enders Analysis based on EMI/Napster Audio Subscription Services Agreeement, dated August 31, 2006, DiMA 
17195-17216, attached as Exhibit COA 76; RealNetwork/Sony BMG Content Integration Agreement, dated April 1, 2005, DiMA 
22732-22850, attached as Exhibit COA 333; Warner Music/Napster OTA Digital Music Download Agreement, dated November 
13, 2003, DiMA 17237-17284 at DiMA 17258, attached as Exhibit COA 334; UMG/Napster Agreement for the Inclusion of 
Universal Sound Recordings in Permanent Download Services, dated January 1, 2007, RIAA 18659-18825, attached as Exhibit 
COA 146.] 


 
Because Napster offers a range of digital music services, it is important to note how the 


contract terms in Napster’s agreements vary according to the particular format or service at issue.  


Using Napster’s agreements with Universal as an example, summarized in Table 10-G, the most 


relevant features are: 


• For permanent downloads of tracks purchased by Napster customers, Universal is 


remunerated on the basis of the same type of royalty formula noted above in 


Table 10-B, consisting of the “greater of 70% of retail, or $0.70.”  This minimum 


per track payment insulates Universal from any downside risk to the 
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remuneration it receives arising from the retail pricing of Napster for permanent 


downloads. 


• For full track OTA downloads purchased by Napster customers, Universal is 


remunerated on the basis of the “greater of 50% of retail, or $1.25.” This 


minimum per track payment insulates Universal from any downside risk to the 


remuneration it receives arising from the retailing pricing of Napster for full 


track OTA downloads. 


• Universal is responsible for compensating copyright owners for the use of their 


copyright by Napster for permanent downloads and full track OTA downloads 


only. 


Table 10-G: Napster agreements with Universal 
 


 Permanent 
downloads 


Online, on-demand non-
portable subscription 


Online, on-demand -
portable subscription 


Full track OTA 
downloads 


Royalty rate  Greater of $0.70 
or 70% of retail 


Greater of: 
(a) 50% of retail revenue 
generated; or 
(b) $4.00 per subscriber 
per month multiplied by 
UMG’s usage share of 
plays; or  
(c) $0.01 for each play 
event 


Greater of: 
(a) 50% of retail revenue 
generated; or 
(b) $7.50 per subscriber 
per month multiplied by 
UMG’s usage share of 
plays, or  
(c) $0.02 for each play 
event 


Greater of $1.25 or 
50% of retail 


Advance against fees  N/A $1,000,000 annually N/A 
 [Source: Enders Analysis based on UMG/Napster Agreement for the Inclusion of Universal Sound Recordings in Over the Air 
Permanent Download Services, dated July 18, 2006, RIAA 19834-19890, attached as Exhibit COA 143; UMG/Napster 
Agreement for the Inclusion of Universal Sound Recordings in Permanent Download Services, dated January 1, 2007, RIAA 
18659-18825, attached as Exhibit COA 146; UMG/Napster Agreement for the Inclusion of Universal Sound Recordings in 
Permanent Download Services, dated January 1, 2007, RIAA 18501-18658, attached as Exhibit COA 144.] 


 
I have reviewed Napster’s overall cost information, as disclosed through discovery and 


summarized in Table 10-H.  While Napster has experienced losses in years past, Napster, 


nevertheless, is forecasting a growth in revenue from approximately $107 million in 2008 to 


approximately $514 million in 2012, the close of the rate period.  Napster is expecting a similar 


dramatic increase in subscriber figures.  To the extent that Napster has projected future losses for 
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certain years, such losses are, in my opinion, primarily a result of projections of marketing and 


other costs that far exceed those of iTunes and result in part from the inherent inferiority from a 


consumer perspective of the subscription model.  


Table 10-H: Distribution of Napster Costs, FY 2005-2007 YTD 
 


 FY 2004 FY 2005 FY 2006 FY 2007 YTD 
Total revenue (000) $11,964 $41,372 $81,591 $37,554 
Minus cost of sales: 
Content licensing (000) $6,864 $24,618 $42,465 $19,608 
Publishing (000) $327 $1,392 $4,147 $2,180 
Other (000) $3,340 $8,157 $15,085 $5,412 
Total cost of sales (000) $10,531 $34,167 $61,697 $27,200 
Minus operating expenses: 
R&D (000) $11,942 $11,863 $12,972 $4,607 
Marketing (000) $14,475 $33,872 $39,581 $9,549 
G&A (000) $8,478 $22,116 $18,420 $8,431 
Other (000) $1,172 $1,078 $2,421 $1,077 
Total operating expenses (000) $36,067 $68,929 $73,394 $23,664 
Equals 
Operating margin (000) -$34,634 -$61,724 -$53,500 -$13,310 
GAAP net income (000) -$37,914 -$65,022 -$49,529 -$11,695 


Note: Payments made under the 2001 joint agreement between the RIAA, NMPA and the Harry Fox Agency for publishing 
royalties payable on subscription services are listed separately by Napster.  Content licensing costs are made to record 
companies for permanent download services (which are responsible for payments to copyright owners) and subscription 
services. 
[Source: Enders Analysis based on Napster disclosure, Napster Financial Data at DiMA 3913-3926, attached as Exhibit 
COA 482.] 
 
6. The Future of the U.S. Digital Music Market 


The U.S. digital music market has a bright future, with sales expected to increase each 


year to an estimated $5 billion by 2012.115  Among the drivers for this expected growth are the 


increasing penetration of high-speed broadband Internet connections, personal computers, 


portable music players and music-enabled wireless phones: 


• U.S. broadband penetration has increased from 29 percent in January 2005 to 42 


percent of the U.S. adult population in April 2006, representing 84 million potential 


                                                   
115  Enders Analysis estimates.  These are adjusted from the estimates contained in my report submitted on 


November 29, 2006. 
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customers, leaving substantial room for additional growth as broadband availability 


continues to expand.116 


• About 70 million (or 26 percent of) Americans aged 12 and over had downloaded 


music in the first quarter of 2007.117  Of that number, 45 million did so on a fee-


paying basis.118  Both figures indicate substantial opportunity for future growth as 


younger Americans, who are currently more likely to download music and are more 


likely to pay for music as they grow older, continue to purchase digital music in the 


future. 


• The percentage of Americans aged 12 and older reporting that they own a portable 


music player in the second quarter rose to 25 percent in the first quarter of 2007 from 


only 9 percent since 2003, leaving substantial room for further adoption.119 


• About 28 percent of cell phones are music-enabled as of the first quarter of 2007, 


again leaving substantial room for further growth.120 


As these numbers rise, U.S. digital music sales will continue to increase.  Because 


consumers perceive an increased value to digital music, the share of U.S. consumers with 


portable digital music players will steadily rise.  Together with greater penetration of broadband 


Internet services, which permit the rapid downloading of digital music, I expect continued 


                                                   
116  Broadband refers to high-speed Internet service, which allows consumers to download content from the 


Internet, such as music files, more rapidly.  Pew/Internet reports 42% of U.S. adult (18+) Internet users have 
broadband at home (84 million) in April 2006, up from 29% in January 2005. Pew/Internet, “Internet 
penetration and impact April 2006,” www.pewinternet.org [accessed November 29, 2006]. 


117  Tempo Q1 2007 at DiMA 16487, attached as Exhibit COA 309. 


118  Tempo Q1 2007 at DiMA 16508, attached as Exhibit COA 309. 


119  Tempo Q1 2007 at DiMA 16550, attached as Exhibit COA 309. 


120  Tempo Q1 2007 at DiMA 16530, attached as Exhibit COA 309. 
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increases in sales of permanent downloads, as reflected in my forecast.  However, I expect the 


annual growth rate of sales of music downloads to gradually decline from 74 percent in 2006 to 


about 8 percent by 2012 as this segment matures. 


In light of the current trends in digital music purchasing, I anticipate the continued 


dominance of Apple’s iPod + iTunes model in the U.S. online music market.  The segment 


comprised of limited download and interactive streaming services is consequently likely to 


experience lower annual growth than the music download segment, as reflected in my forecast 


assumptions. 


Sales of mobile music formats are growing rapidly.  Having long offered ringtone 


services, the major cellular networks are just launching their single-track download services.  


Sprint and Verizon already offer single-track downloads to their customers, while Cingular and 


T-Mobile have yet to announce their music download services.  In my estimation, the pattern of 


sales of mobile single-track downloads in the U.S. will tend to reflect the weaker pattern of 


growth already witnessed in major European markets, rather than the stronger pattern of growth 


of Asian markets.121  This assumption is reflected in my forecasts for mobile music revenues. 


Table 11-Amended illustrates the growth of digital music revenues as forecast by Enders 


Analysis, PricewaterhouseCoopers and Informa, in November 2006, as well as an updated 


forecast by Enders Analysis, which has been adjusted in accordance with information produced 


in discovery. 


                                                   
121  IFPI (2006), 2006 Global Recording Industry in Numbers, p. 6. 
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Table 11-Amended: U.S. Digital Music Download Forecasts, 2006-2012 
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[Source: Enders Analysis 2006 estimates are adjusted in 2007 for information disclosed in discovery; 
PricewaterhouseCoopers Global Entertainment and Media Outlook; Informa Digital Home Entertainment: Future 
Consumer Spending Habit] 
 


I adjusted my forecast of the U.S. digital music market from that contained in the report I 


submitted on November 29, 2006.  This adjustment reflects the greater knowledge that I have 


gathered in the intervening period with respect to market developments for the full year of 2006 


and in 2007 to date, based on information disclosed.  This information includes RIAA data for 


the full year of 2006,122 iTunes sales volumes in 2006 and 2007 to date,123 RIAA disclosed data 


on sales of ringtones and full-track OTA downloads,124 and further consumer research from Ipsos 


on digital music purchasing practices and MP3 player and music-enabled phone adoption125 


(details on the research methodology and data sources I consulted to establish my forecasts are 


                                                   
122  RIAA, Year-End Statistics at RIAA 41998 (2006), attached as Exhibit COA 301. 


123  Apple, iTunes P&L at DiMA 3816, attached as Exhibit COA 461; Cue Tr. at 26:9, 104:3, attached as Exhibit 
COA 12. 


124  RIAA, Unit and Wholesale Data, RIAA 15271-15331, at RIAA 15301, attached as Exhibit COA 304. 


125  See generally Tempo Q4 2006, DiMA 16751-16910, attached as Exhibit COA 310; Tempo Q1 2007, DiMA 
16468-16560, attached as Exhibit COA 309. 
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contained in Exhibit C).  I have accordingly revised downward my forecasts for revenues from 


permanent download services, while adjusting upwards slightly my forecast for subscription and 


mobile music revenues, with the result that I expect the value of the U.S. digital music market to 


grow from its 2005 level of just over $1 billion to reach $5 billion in 2012.  Accordingly, my 


fundamental conclusions about the state and prospects of the U.S. digital music market remain 


the same. 


7. Conclusions 


In light of the state of the U.S. digital market, as described in detail above, there are 


several reasons why I believe that it is appropriate for the mechanical royalty rate on DPDs to be 


set at a level higher than on physical phonorecords. 


7.1 An Increased Compulsory License Fee for DPDs Is Appropriate Because The 
Digital Distribution of Music Provides Increased Value to Consumers 


Digital music provides increased value to consumers for a number of reasons.  Digital 


music: 


• allows consumers to cherry-pick desired single tracks rather than purchase entire 


albums; 


• provides consumers increased portability because digital music players have the 


storage capacity that allows consumers to carry music more easily than the 


corresponding CDs; 


• allows consumers to purchase the vast majority of commercially available music on a 


24/7 basis; 


• gives consumers immediate access to purchased music;  


• allows consumers greater access to a wider catalog of commercially available music; 


and 
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• permits consumers to sample a variety of music with greater ease through the 


increased selection available. 


The digital music purchase experience contrasts sharply with the physical phonorecord 


purchase experience.  A consumer who shops at a traditional music retailer is limited to the 


selection of CDs carried by the store near him or her, must generally purchase albums rather than 


singles, thus spending more, must do so at the store during opening hours, can sample with less 


ease, and must take the CDs with him or her.  By contrast, a consumer who shops at the iTunes 


Store can easily sample and select from 6 million tracks,126 cherry-pick the ones he or she wants 


and download them to a computer, at home or anywhere else, at any time, and copy that music to 


an iPod, which can easily transport hundreds of CDs worth of music. 


Accordingly, Copyright Owners should receive a portion of the increased value of digital 


music.  To provide a portion of the increased value of digital music to Copyright Owners in the 


context of a compulsory mechanical license, the statutory rate for DPDs should be higher than 


the statutory rate for physical phonorecords. 


7.2 An Increased Compulsory License Fee for DPDs Is Appropriate Because of 
Lower Costs and Higher Margins in Connection with the Digital Distribution 
of Music 


The Copyright Owners and the record companies make the same contribution to the 


creative process irrespective of whether a song is sold as a DPD or as part of a physical 


phonorecord.  However, in contrast to the costs incurred in connection with the manufacture and 


distribution of physical phonorecords, the production of digital music is relatively inexpensive 


and provides higher gross and/or net operating profit margins for the record companies.  


Accordingly, the Copyright Owners’ relative contribution to the sale of digital music is higher 


                                                   
126  Cue Tr. at 147:7-147:10, attached as Exhibit COA 12. 
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than for physical formats and the mechanical royalty rate for digital music should be higher than 


for physical music. 


7.3 An Increased Compulsory License Fee for DPDs Is Appropriate Because the 
Digital Distribution of Music Is Based on Sales of Singles 


As described in Section 5.3.2, the digital music market is primarily singles-based, in 


contrast to sales of physical phonorecords, which are typically delivered as albums.  The 


consumer’s ability to purchase just one song from an album in the digital music market has 


important implications for the appropriate level of the mechanical royalty rate for digital music.  


For physical phonorecords, the statutory mechanical rate is necessarily a blended average rate, 


reflecting the value of both the relatively “high-value” and the “low-value” tracks on the album 


to the consumer.  For these physical phonorecords, Copyright Owners could count on consumer 


demand for the most popular tracks to drive album sales and lead to royalty payments for the 


other tracks on the album.  Now that consumers have the ability to purchase only the tracks they 


perceive to be of high value without purchasing the rest of the album, the same average statutory 


rate for digital sales would undercompensate Copyright Owners.  As shown above, digital sales 


are singles-driven and singles-dominant.  Thus, an increased royalty rate for digital sales is 


appropriate. 


In sum, the information and documents reviewed by me since the submission of my 


initial report have not altered any of the central conclusions set forth in that report.  On the 


contrary, the information I have reviewed confirms that the Copyright Owners’ proposal that the 


mechanical royalty rate for DPDs be set at a rate that is higher than that set for physical 


phonorecords is appropriate. 
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Before the
COPYRIGHT ROYALTY JUDGES


LIBRARY OF CONGRESS
Washington, D.C.


In the Matter of


Mechanical and Digital Phonorecord Delivery Rate
Adjustment Proceeding


Docket No. 2006-3 CRB DPRA


AMENDED EXPERT REPORTS AND EXHIBITS OF
NATIONAL MUSIC PUBLISHERS' ASSOCIATION,
THE SONGWRITERS GUILD OF AMERICA AND


THE NASHVILLE SONGWRITERS ASSOCIATION INTERNATIONAL


National Music Publishers' Association, Inc., the Songwriters Guild of


America and the Nashville Songwriters Association International (collectively, the


"Copyright Owners") respectfully submit these amended expert reports and exhibits in


support of their proposal for rates and terms for mechanical royalties under Section 115


of the Copyright Act to be effective from January 1, 2008 through December 31, 2012.


The Copyright Owners filed their Written Direct Statement with the


Copyright Royalty Judges on November 30, 2006 and refiled their case on April 10,


2007. Discovery in this proceeding concluded on October 12, 2007. Pursuant to 37


C.F.R. § 351.4(c), the Copyright Owners hereby amend their Written Direct Statement by


submitting amended expert reports and supplemental exhibits on behalf of their three


expert witnesses - William Landes, Claire Enders, and Helen Murphy. As required by


Section 351.4(c), and as explained below, these amended reports are "based on new


information received during the discovery process" - specifically, documents produced in


discovery by the Recording Industry Association of America, Inc. ("RIAA") and the







Digital Media Association ("DiMA"), and the deposition testimony of RIAA and DiMA


witnesses.


In his initial report, Professor Landes evaluated the reasonableness of the


Copyright Owners' rate proposal based on several benchmarks for the division of content


costs between record companies and music publishers, as well as information relating to


licensing market activity. Professor Landes has amended his report by drawing on


documents and testimony provided by the RIAA and DiMA during discovery that relate


to New Digital Media Agreements, digital music subscription service agreements, and


and ringtone agreements between record companies and third-party ringtone providers,


among other things. For instance, in several cases, Professor Landes originally relied


upon publicly available documents that included estimates of the amount of money


remitted to record companies for different types of musical recordings or on information


provided by music publishers. In his amended report, Professor Landes supplements his


initial analysis by drawing on pricing terms found in agreements produced by the record


companies and digital media companies.


Ms. Enders' initial report traced the development of the U.S. digital music


market, described its then-current state, and presented a forecast for the growth of that


market through 2012. Based in large part on publicly available information, she


concluded that the Copyright Owners' proposal for setting mechanical royalty rates for


digital phonorecord deliveries at rates higher than that set for physical phonorecords was


appropriate for a number of reasons, including the greater value of digital music to


consumers, the lower costs of the digital distribution of music, and the singles-based


nature of the digital market. In her amended report, Ms. Enders uses internal financial







information, consumer studies and market research produced by the RIAA and DiMA in


discovery to update her forecast for the growth of the digital market. Using documents


and testimony provided in discovery, she also examines the cost, revenue and pricing


models of the major digital music services, particularly Apple's iTunes, which dominates


the market for permanent downloads, and Napster, a leading subscription service.


In her initial report, Ms. Murphy provided an analysis of the current and


future condition of the recorded music industry based on publicly available information.


Her amended report supplements her initial analysis using data and other information


contained in internal financial statements, presentations and other documents produced in


discovery on behalf of the major record companies. For example, whereas Ms. Murphy


previously relied on forecasts of future record company performance generated by Wall


Street analysts, she has supplemented her report based on her review of certain internal


forecasts that were created and produced by the record companies themselves.


None of the information reviewed by the Copyright Owners' experts in


connection with their amended reports alters any of the central conclusions in their initial


reports. Indeed, the information from the RIAA and DiMA reviewed by the Copyright


Owners' experts supports the conclusions they reached in their initial reports.


The amended reports filed today replace the initial reports of the


Copyright Owners' experts, and add supplemental exhibits to the original exhibits filed


with their Written Direct Statement. In all other respects, however, the Copyright


Owners' initial Written Direct Statement, including the written statements of fact


witnesses and all exhibits originally filed, remains unchanged.
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COPYRIGHT ROYALTY JUDGES 


LIBRARY OF CONGRESS 
Washington, D.C. 


In the Matter of 
 


Mechanical and Digital Phonorecord Delivery Rate 
Adjustment Proceeding 


 
 


Docket No. 2006-3 CRB DPRA 


  
 


AMENDED EXPERT REPORT OF WILLIAM M. LANDES  
ON BEHALF OF  


NATIONAL MUSIC PUBLISHERS’ ASSOCIATION, INC., 
THE SONGWRITERS GUILD OF AMERICA AND 


THE NASHVILLE SONGWRITERS ASSOCIATION INTERNATIONAL 
 


 
1. I, William M. Landes, am the Clifton R. Musser Professor of Law and Economics 


at the University of Chicago Law School.  I received a Ph.D. in Economics from 


Columbia University in 1966.  Since that time, I have taught economics on the 


faculties of Stanford University, Columbia University, the Graduate Center of the 


City University of New York, and the University of Chicago (where I have been a 


professor at the Law School for the past 33 years). I specialize in the economic 


analysis of law, industrial organization and intellectual property.  At the 


University of Chicago Law School, I teach courses on economic analysis of law, 


intellectual property and art law.  I have taught and published extensively on 


antitrust and intellectual property matters, and I co-authored a book with Richard 


A. Posner titled The Economic Structure of Intellectual Property Law, which has 


been translated into several languages and recently received an award from the 


City of Venice for its contribution to “intellectual property culture.”  From 1991 


to 2000, I served as Editor of The Journal of Legal Studies and from 1975 to 


1991, I served as an Editor of The Journal of Law and Economics, both of which 
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are leading academic journals in the field of law and economics.  I currently serve 


on the Editorial Board of the Journal of Cultural Economics.  I served as President 


of the American Association of Law and Economics in 1992-93. 


2. In addition to my academic experience, I am Chairman Emeritus of Lexecon, an 


economics consulting firm that I co-founded in 1977 with Richard A. Posner and 


Andrew M. Rosenfield.  At the time of the filing of my original written testimony 


in this proceeding, I was Chairman of Leaf Group LLC, where I worked from 


2003 to 2007.  A copy of my curriculum vitae that lists my publications and 


identifies cases in which I testified in the four years preceding the filing of my 


initial report is attached as Exhibit A to this report.  A list of documents that I 


considered or relied upon in connection with my initial and amended reports is 


attached as Exhibit B, and such documents include CO 17 to 49, 101 to 125, 151 


to 178, 218 to 221, 251 to 432 and 512 to 580, as well as COA 1 to 13, 50 to 206, 


and 400 to 458, which are incorporated herein.  I am being compensated for my 


time at the rate of $900 per hour. 


I. INTRODUCTION AND SUMMARY OF CONCLUSIONS 


3. I have been asked by counsel for National Music Publishers’ Association, Inc. 


(“NMPA”), the Songwriters Guild of America and the Nashville Songwriters 


Association International (collectively, the “Copyright Owners”) to offer my 


opinion on whether the Copyright Owners’ proposal for statutory rates for 


compulsory licenses to make and distribute phonorecords (“mechanical licenses”) 


under Section 115 of the Copyright Act is reasonable and satisfies the criteria set 


forth in Section 801(b) of the Copyright Act.  This amended report incorporates 


information I have reviewed that was gathered through the discovery process. 
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4. The Copyright Owners have proposed the following set of statutory rates for 


2008: 


a. For physical phonorecords, a penny rate equal to the greater of 12.5 cents 


per song or 2.4 cents per minute of playing time or fraction thereof;  


b. For Permanent Downloads, a penny rate equal to the greater of 15 cents 


per track or 2.9 cents per minute of playing time or fraction thereof; 


c. For Limited Downloads, a rate equal to the greatest of (i) 15 percent of 


revenue attributable to music; (ii) one-third of the total content costs paid 


for mechanical rights to musical compositions and rights to sound 


recordings; or (iii) the greater of  $.0033 per use or $0.00064 per minute of 


playing time or fraction thereof; 


d. For Interactive Streaming, a rate equal to the greatest of (i) 12.5 percent of 


revenue attributable to music; (ii) 27.5 percent of the total content costs 


paid for mechanical rights to musical compositions and rights to sound 


recordings; or (iii) the greater of  $.00275 per use or $0.00053 per minute 


of playing time or fraction thereof; 


e. For Ringtones, a rate equal to the greatest of: (i) 15 percent of revenue; (ii) 


one-third of the total content costs paid for mechanical rights to musical 


compositions and rights to sound recordings; or (iii) 15 cents per ringtone.  


All penny and fractional penny rates would be indexed prospectively for periodic 


changes in the CPI.   


5. Section 115(c) of the Copyright Act provides that “the exclusive rights . . . to 


make and distribute phonorecords of [nondramatic music works] are subject to 


compulsory licensing.”  The compulsory license becomes available once a 







RESTRICTED-Subject to Protective Order 
In Docket No. 2006-3 CRB DPRA 


 


 
 


 


- 4 - 


recording of the copyrighted work has been distributed to the public with the 


copyright holder’s authorization (“first use”).  The Act provides that “the royalty 


under a compulsory license shall be payable for every phonorecord made and 


distributed in accordance with the license.”   


6. Historically, “phonorecords” were physical products, starting with player piano 


rolls in the early 1900s, and then followed by gramophone records (analog sound 


recording devices such as 33, 45 and 78 rpm records and LPs), 8-track cartridges, 


cassette tapes and then CDs.  Since the 1990s, digital products not embodied in 


physical media have gained sales.  The law recognizes that these also fall under 


Section 115:  the grant of a compulsory license entitles the licensee to “distribute 


or authorize the distribution of a phonorecord . . . by means of a digital 


transmission which constitutes a digital phonorecord delivery, regardless of 


whether the digital transmission is also a public performance of the sound 


recording . . . . (Section 115(c)(3)(A)).”  


7. The last litigated proceeding to set a compulsory license rate took place in 1980. 


In that proceeding, the compulsory rate for a mechanical license was set at 4 


cents, with scheduled increases effective in 1983, 1984 and 1986 to 4.25 cents, 


4.5 cents and 5 cents, respectively. As a result of voluntary agreements the rate 


has moved subsequently in incremental steps to the current rate of 9.1 cents.1 


8. Each of these rates was denominated as a number of cents (known as a “penny 


rate”).  Consumers purchased embodied music in discrete units or “bundles” – an 


                                                
1 My staff at Leaf prepared a figure which shows that the statutory rate of two cents that was set in 1909 


would have become 41 cents today if it had been adjusted for changes in the CPI from 1913 onward 
(the first year that the CPI was reported). 
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LP, cassette tape or CD, for example – and the associated royalty obligation for a 


compulsory mechanical license was a penny rate multiplied (generally) by the 


number of individual compositions, or songs, contained in that physical product. 


In effect, this meant that the more songs included in a bundle, the greater the 


mechanical licensing fees and the greater the cost and price of the recording.   


9. This norm established uniform pricing equivalent to an “average” price for “hits” 


and “non-hits,” since most LPs and CDs contain a mix of the two. The transition 


to purchasing individual songs (mainly “hits”) in the digital world (i.e. 


“unbundling”) represents an increase in the average value of music sold but a 


likely reduction in compensation to songwriters from music sold unless the 


mandatory rate rises to offset the likely decline in the total number of songs sold. 


10. With the advent of digital transmissions, music distribution models have become 


vastly more varied and today are rapidly evolving.  First, there exist today a 


number of subscription services for which the ultimate consumer pays a fixed 


monthly fee, but does not pay a per-unit fee for each downloaded or streamed 


song.  Today, that fee generally does not depend much on whether the subscriber 


downloads 10, 100, or 1,000 songs, or indeed on whether the subscriber 


downloads any songs at all (although the fee may vary depending on whether 


songs are transferable to a portable player).  


11. Second, certain online music services limit the time that and/or the location where 


music can be stored.  A service may permit unlimited downloads for a single 


monthly fee, but those downloads are rendered inaccessible if the next month’s 


fee is not paid.  Some services provide interactive streaming where, in effect, the 


download is delivered for listening at the user’s request.  Some services limit the 
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number of computers to which a song may be downloaded and some do not 


permit the downloaded songs to be burned to a CD.  I understand that, irrespective 


of the business model used to distribute musical compositions, a mechanical 


license is required. 


12. Apple’s iTunes currently is the most popular full digital download service.  


Information produced by Apple during discovery shows that currently it sells over 


300 million songs in the United States each quarter.2  The vast majority of online 


purchases of music are of single tracks (unbundling), and only a fraction of sales 


are of full albums.  For new releases, in particular, most users buy individual 


tracks or songs (typically “hits”) and not CDs or albums.3  This shift to 


purchasing “hits” fundamentally transforms the compensation likely to be paid to 


creators who now only receive mechanical royalties for “hits” but are not 


compensated for the greater average value of a song made possible by unbundling 


and the possible loss of royalties on non-hits previously bundled with CDs.   


13. An important question I address in my report is whether the rates and terms of the 


statutory mechanical license should be the same for all types of music distribution 


business models.  From an economic standpoint, I conclude that the rates and 


terms of the compulsory license should not cause consumers and other users of 


copyrighted music to make inefficient choices across distribution types (i.e., 


                                                
2 See iTunes Music Store P&L, DIMA_2006-3_CRB_DPRA003808-3832, attached as Exhibit COA 1. 


3 My analysis of the RealNetworks Top Tracks data produced in discovery in this matter shows that a 
single song typically accounts for more than approximately 70 percent of the downloads from any 
album.  See DIMA_2006-3_CRB_DPRA046456-47348; DIMA_2006-3_CRB_DPRA047349-48721; 
DIMA_2006-3_CRB_DPRA048722-50092; DIMA_2006-3_CRB_DPRA050093-51461; 
DIMA_2006-3_CRB_DPRA051642-53517; DIMA_2006-3_CRB_DPRA053518-54894; 
DIMA_2006-3_CRB_DPRA054895-56275. 
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choices not affected by true resource costs). The new business models for delivery 


of recorded music are substitutable for one another, and so it is economically 


appropriate to provide a common framework for licensing mechanical rights 


based on the value of the underlying music. However, it may be economically 


efficient in certain cases for the statutory price and terms to differ for different 


types of music embodiment and delivery to take account of historical licensing 


practices and thereby to avoid costs associated with disrupting established 


practices.  For instance, while a penny royalty rate has been used for over a 


century to license physical music products, agreements between the record 


companies and subscription services that were produced during discovery show 


that the record companies commonly receive payments based on “greater of” rate 


structures that use tiers – often based on a share of revenue, the number of plays 


of the record company’s songs, and/or the number of service users.  The 


Copyright Owners’ rate proposal is structured similarly. 


14. The rest of my report is organized as follows. First, I review and explain the 


economic principles that guide my application of the four objectives in Section 


801(b) of the Copyright Act that the CRJs are required to apply in determining the 


statutory mechanical license rate.  Second, I describe the terms of the current 


compulsory license and how the economic principles that I identified are reflected 


in the license rates and terms.  Third, I describe the Copyright Owners’ proposal 


for the statutory rate for physical products and permanent downloads and explain 


how this is consistent with the economic principles underlying the four objectives 


that the CRJs must consider.  Fourth, I provide a similar analysis for (a) limited 


downloads and (b) interactive streaming services, again explaining that the 
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Copyright Owners’ proposal for statutory rates for these services is reasonable 


from the standpoint of economics.  Finally, I explain why the Copyright Owners’ 


proposal for statutory rates for ringtones is reasonable. 


15. All of the parties have produced a substantial volume of materials during 


discovery.  None of the information I have reviewed in connection with this 


amended report alters the conclusions in the report I originally submitted about 


the reasonableness of the Copyright Owners’ proposed rates.  Indeed, as I discuss 


throughout this amended report, the information that I have reviewed supports the 


conclusions reached in my initial report. 


 


II. THE ECONOMIC PRINCIPLES EMBODIED IN THE FOUR 
OBJECTIVES 


 
16. The economic principles that underlie copyright law are well established.4  By 


granting copyright protection to creators of “expressive works,” such as musical 


compositions, society provides economic incentives for their creation.  Copyright 


law gives the copyright holder the exclusive right to prevent others from copying, 


distributing, adapting and publicly performing the copyrighted work without 


authorization. Without such protection (and subject to qualifications such as fair 


use), persons could use these works without providing any compensation to the 


creator, which in turn would reduce the incentive to create the work in the first 


place.   


                                                
4 I discuss the economics of copyright law at length in my book co-authored with Richard Posner 


entitled The Economic Structure of Intellectual Property Law (2003). 
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17. Copyright protection also generates access costs, however, because the price 


charged for copies generally exceeds the marginal cost of making and distributing 


copies in order to provide revenue to compensate creators for the time and effort 


in creating the work. Access costs fall on both consumers and creators of 


subsequent works, who reduce their use of copyrighted works in response to 


higher prices made possible by copyright protection. From an economic 


standpoint, the principal doctrines of copyright law best can be understood as 


efforts to promote economic efficiency and social welfare by balancing the 


benefits from providing incentives for persons to create and distribute copyrighted 


works against the costs of limiting access to these works. 


18. I use the term “creators” in this report to refer to both the actual songwriters of 


copyrighted music and the publishers who may hold the copyrights to the music. 


When I discuss the costs of creating music, I include the time, effort and other 


costs of songwriters and publishers.  Publisher and songwriter statements 


submitted in this proceeding explain that publishers often find, nurture and 


finance songwriters until they are “discovered” or (if they are singer-songwriters) 


obtain a recording contract. 


19. The “compulsory” mechanical license eliminates the creator’s right to prevent 


others from copying and distributing his work without his consent and thus limits 


the protection afforded by copyright law.  Although the market generally does a 


better job of establishing efficient prices and providing incentives for efficient 


production than does a regulatory body, there are some circumstances where a 


compulsory license that grants rate-setting authority to regulators might better 


promote economic efficiency. One such circumstance is where the transactions 
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costs of market arrangements are so high that they deter otherwise value-


increasing licensing transactions.  In this circumstance, a compulsory license may 


enable such transactions to occur.  Another possible circumstance is where one 


party has acquired substantial monopoly power and is able to extract inefficiently 


high prices that produce large access costs.  Here a compulsory license could limit 


the exercise of monopoly power, reduce access costs and still provide sufficient 


incentives to produce the product. 


20. I understand that the compulsory mechanical license for musical works was 


initially instituted to provide a mechanism for licensing mechanical rights and 


possibly avoid the uneconomical effects of monopoly.  Today, it is unlikely that 


concerns about transactions costs or about monopoly power provide economic 


justification for the compulsory mechanical license (I discuss below why 


transactions costs likely are low and creators lack market power).  However, my 


task is not to consider the desirability of a compulsory license, but rather to 


evaluate whether the Copyright Owners’ proposal for rates for that license is 


reasonable given the statute as it exists today.  


21. Copyright law guides the CRJs in determining the appropriate statutory rate for 


the compulsory mechanical license. Section 801(b) of the Copyright Act provides: 


The rates applicable under sections 114(f)(1)(B), 115, and 116 shall be 
calculated to achieve the following objectives: 


 
(A) To maximize the availability of creative works to the public; 


 
(B) To afford the copyright owner a fair return for his creative work 
and the copyright user a fair income under existing economic conditions; 
 
(C) To reflect the relative roles of the copyright owner and the copyright 
user in the product made available to the public with respect to relative 
creative contribution, technological contribution, capital investment, 
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cost, risk, and contribution to the opening of new markets for creative 
expression and media for their communication; 
 
(D) To minimize any disruptive impact on the structure of the industries 
involved and on generally prevailing industry practices. 


 
As I show below, the CRJs’ consideration of these four objectives in setting rates 


for a compulsory license holds out the prospect of both enhancing the incentives 


to create musical compositions and limiting access costs, thus promoting 


economic efficiency.  


22. The first and second objectives that are identified in Section 801(b) of the 


Copyright Act − “[t]o maximize the availability of creative works to the public” 


and “[t]o afford the copyright owner a fair return for his creative work and the 


copyright user a fair income under existing conditions” – are closely related in 


their economic interpretation.  Both imply that the statutory rate should be set at a 


level that provides both adequate incentives for creative efforts by songwriters 


and access to copyrighted works (i.e., that limits access costs).  The prescription 


to provide incentives for creation through a fair return for creative work calls our 


attention to the potential problems that would arise from setting a compulsory rate 


that is so low that it does not provide adequate financial incentives for persons to 


create music.  To be sure, a low rate would encourage access to existing works 


but, in the long run, fewer new works would be produced and social welfare 


would decline.  Stated differently, a “low” rate discourages the creation of music 


by reducing payments to creators (both current and prospective songwriters) who 


at the margin would not find it as remunerative to create additional songs that 


users value and would be willing to pay for if they did not opt for the lower 


statutory rate. 
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23. If the statutory rate were set too low to promote the goal of “maximiz[ing] the 


availability of creative works to the public,” the harm would not be self-correcting 


in the marketplace.  The statutory rate becomes a ceiling on rate negotiations, 


even if voluntary negotiations in the absence of the compulsory license would 


lead to higher royalties.  In other words, economic theory predicts and historical 


experience shows that licenses are negotiated at rates below but never above the 


statutory rate.  No potential user will offer to pay a publisher more for the right to 


use a composition than he has to pay if he takes a compulsory license.  The net 


result is that creators will be deprived of the market value of some of their 


compositions and the creation of new works will be discouraged.   


24. The opposite, however, is not true: the statutory rate does not set a floor on 


negotiations between rights holders and licensees.  If the statutory rate is higher 


than a particular user is willing to pay, then the user and publisher have an 


incentive to agree to a lower rate.  Thus, an “excessively high” statutory rate 


would probably have only a negligible impact on both incentives to create music 


and access costs.  That is, a statutory rate fixes a maximum (but not minimum) 


rate, since potential users have the option to negotiate lower rates, and thereby to 


avoid reduced access to music.  The materials produced in discovery in this 


proceeding, which I discuss below, provide evidence that parties are not 


prevented from negotiating below the statutory rate when the result would be 


mutually beneficial. 


25. Moreover, there does not appear to be any significant dispute between the 


Copyright Owners and the Recording Industry Association of America (“RIAA”) 


concerning the fact that music publishers often license musical works below the 
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statutory rate.  David Teece, the chief economic expert for the RIAA, stated in his 


deposition testimony that licenses below the statutory rate were “very common.”5  


Ron Wilcox, Executive Vice President and Chief Business and Legal Affairs 


Officer at Sony BMG, testified in his deposition that he was aware that publishers 


have often agreed to license products below the statutory rate.6  David Munns, the 


Chairman and CEO of EMI Music North America when written direct statements 


were initially filed, likewise gave deposition testimony acknowledging that EMI 


sometimes negotiated for mechanical licenses below the statutory rate.7 


26. A principle of economics (the Coase theorem first described by Professor Ronald 


Coase, my former colleague at the University of Chicago Law School for over 25 


years) is that a mutually beneficial outcome between copyright owners and users 


will be reached in the absence of high transactions costs. This means that, 


irrespective of the statutory rate, creators and users will agree on a lower rate if it 


is in their interest to do so (e.g., if, but for the lower rate, there would be no 


license and no use of the song). The Coase theorem states that if there is an 


outcome where the parties can be made better off, and no one made worse off, 


then it will be reached provided transactions costs do not prevent such an 


outcome.  This implies that, if the statutory rate is higher than the value of the 


                                                
5 Tr. of Deposition of David J. Teece dated Oct. 11, 2007 (“Teece Tr.”) at 297:13, attached as Exhibit 


COA 2. 


6 Tr. of Deposition of Ron Wilcox dated Oct. 5, 2007 (“Wilcox Tr.”) at 147:3-147:25, attached as 
Exhibit COA 3. 


7  Tr. of Deposition of David Munns dated Oct. 16, 2007 (“Munns Tr.”) at 136:13-138:7, attached as 
Exhibit COA 4. 
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musical work to a potential user, the owner and user will negotiate a mutually 


beneficial lower rate. 


27. There are several possible sources of high transactions costs in markets that may 


defeat otherwise value-increasing voluntary agreements, but none of these appears 


to interfere with market transactions for mechanical rights: 


a. The parties may be geographically distant, making it difficult to negotiate 


a transaction.  In licensing mechanical rights, physical proximity is 


irrelevant since transactions in this industry typically are arranged 


electronically, by telephone or by fax. 


b. It may be difficult to identify the party with whom to bargain.  This 


problem can be solved by collective organizations that serve as 


clearinghouses.  This is true here, where the Harry Fox Agency (“HFA”) 


serves as the clearinghouse for the majority of mechanical licenses.     


c. Coordination problems from involvement of a large number of parties can 


lead to hold-out and free-rider problems that may increase transactions 


costs.  This problem is alleviated here because agents such as HFA often 


coordinate licensing between publishers on one side, who typically have 


responsibility for licensing their mechanical rights, and the record 


companies, on the other side, who negotiate to acquire mechanical rights.  


28. My understanding of the market leads me to conclude that transactions costs are 


not likely to prevent publishers and licensees from negotiating below the statutory 


rate when the parties would find it mutually beneficial to do so.  In addition to the 


HFA licensing data that I describe later in this report, my review of information 
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produced in discovery provides evidence that negotiations occur below the 


statutory rate. 


29. In sum, the principal danger today in setting a statutory rate for a compulsory 


mechanical license is setting the rate “too low” rather than “too high.”  The 


former discourages the creation of new music and ultimately reduces the number 


of works available and hence access, whereas the latter provides incentives for the 


parties to negotiate rates below the statutory rate that are sufficient to encourage 


the creation of new music without discouraging access.  Economic interpretation 


of the first objective, therefore, warns against the danger of setting “too low” a 


statutory rate that would undermine the objective of maximizing “the availability 


of creative works to the public.” 


30. To be sure, mechanical royalties are not the only determinant of the “availability 


of creative works to the public,” because creators also receive compensation from 


other sources (such as performance royalties).  However, I understand that 


mechanical royalties account for a substantial portion of many creators’ 


compensation.  Figure 1 shows that mechanical royalties account for a large 


fraction (in the range of 30 to 65 percent in 2005) of total publisher royalties for 


six publishers for which I have information.  Figure 2 shows, for the two 


publishers for which I have data, the percentage of each publisher’s writers’ 


revenue from mechanical royalties.  For these writers collectively, mechanical 


royalties are an important, but declining percentage of total royalties earned. 


Thus, a reduction in revenue from mechanical licenses could materially reduce the 


income of songwriters and hence the incentive for creation.   
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31. I note that creators and licensees (e.g., record companies and digital service 


providers such as Apple) and consumers of music have a common interest in 


maximizing the availability of creative works.  All parties benefit from high-


quality and abundant creative works, even though they may disagree on how the 


revenues from these musical creations should be divided.  Record companies and 


firms offering subscription services, permanent downloads, etc., benefit from 


greater availability and higher quality of creative works.  Even if the statutory rate 


exceeds the willingness to pay for some record companies or online music 


providers, these companies (and ultimately consumers) will not be injured, 


because they can seek and obtain licenses below the statutory rate.  


32. In contrast, if the compulsory rate were set too low (for example, at a rate below 


the level that would provide sufficient incentives to cover the costs of creating 


and developing new music), record companies and online music service providers 


would obtain licenses on terms that, by assumption, discourage the creation and 


availability of new works.  Ultimately, consumers would be injured by this low 


statutory rate, because it weakens the incentives for creating and developing new 


music. 


33. A basic principle of economics is that efficiency is promoted if choices among 


competing goods are based on their marginal costs of production.  This statement 


is true generally for physical goods, because these “rival goods” are used up when 


they are consumed and so efficient choices are made when prices reflect the cost 


of the resources used to produce and market them (or, more technically, when 


price equals marginal cost).  The situation is more complex for non-rival goods, 


such as intellectual property.  These goods are costly to create but, once created, 
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the cost of making additional copies or expanding use often is negligible.  In order 


to provide incentives to create music, one still must cover the cost of producing 


(or creating) the good and the marginal cost of making additional copies.  


However, if price were equal to marginal cost (i.e., the cost of copying), there 


would be no revenue left over to cover the cost of creating the intellectual 


property, which, in turn, would reduce or even eliminate the incentive to create 


the intellectual property in the first place.  Consequently, for intellectual property, 


efficiency may require setting prices above marginal costs such that the benefits 


from enhancing incentives to create new works more than offset the harm from 


reduced access.  


34. When technology is advancing rapidly, different business models of music 


distribution should be permitted to develop and compete to provide music to 


consumers, because in the long run this will maximize availability of creative 


works to the public.  Put differently, the supplier of an input, whether a physical 


input or intellectual property such as a song or sound recording, prefers that 


distributors and others use the most efficient distribution system, because that 


tends to expand demand for the input and to generate higher revenue.  To an 


economist, the goal in setting a system of statutory rates is that they not 


discourage the development of new and efficient methods of distributing or 


delivering music, which benefit both songwriters and consumers. 


35. My review of information that has been introduced by the RIAA reinforces my 


view that the development of new models for music distribution and delivery has 


not been hindered by the current rate structure.  Mr. Wilcox of Sony BMG, for 


instance, spent part of his written statement explaining the new products and 
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services that have flourished in recent years.8  In his deposition, Mr. Wilcox 


testified to the importance to his company of exploiting opportunities in the 


digital sector, which was the motivation behind entering into New Digital Media 


Agreements with music publishers in late 2004.9 


36. I interpret the second objective – to provide a “fair” return or income to creators 


and copyright users “under existing conditions” – to have a similar interpretation 


to that of the first factor, namely that the statutory rate should be sufficient to 


encourage the creation of music and, at the same time, the rate should not be so 


high that it discourages the distribution of music and the development of new and 


innovative methods of delivering music.  That is, the rate must provide incentives 


to create music and, at the same time, not discourage users or licensees from 


providing consumers with music they value. 


37. New technologies that substitute for older and more traditional methods of 


delivering music to consumers tend to increase the value of and hence the demand 


for the underlying musical works, both new and old.  In a market setting, this 


increase in demand ordinarily would lead to an increase in compensation received 


by creators of these musical works.  Thus, a new technology – such as digital 


delivery of music – that may reduce the demand for CDs but increase the overall 


demand for music generally should result in an increase in overall mechanical 


royalties to Copyright Owners. 


                                                
8 See Written Testimony of Ron Wilcox, pp. 9-17. 


9 See Wilcox Tr. at 178:21-179:14, attached as Exhibit COA 3. 
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38. I understand that a download or interactive stream of a musical work requires the 


user to obtain a mechanical license that recognizes the rights of the copyright 


holder.  The lawful owner of a physical copy can use that copy, subject to 


limitations (such as manufacturing and distributing copies) that would 


compromise the rights of the copyright owner.  Since these same or equivalent 


rights also are offered by digital distribution methods, including interactive 


streaming, they should be subject to a “comparable” mechanical license in order 


to provide incentives for both producers and consumers to develop new 


technologies in an efficient manner. 


39. The economic interpretation of a “fair” return, which is required by this second 


objective, is a rate that would be voluntarily negotiated in a market between 


willing buyers and sellers, and that would be sufficient to cover the full costs of 


producing and distributing the good.  Typically, such a rate would promote access 


and efficient production of intellectual property.  When, as here, a statutory rate 


serves as a “ceiling” on the outcome of such negotiation, it may be lower than the 


rate that would be freely negotiated if there were no statutory rate.  A statutory 


rate that is “low” in this latter sense runs the risk, therefore, of being “unfair” in 


the sense that it would discourage the creation of new music and ultimately 


reduce the number of works available to consumers. 
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40. Although the original rationale for the compulsory license may have been concern 


about possible monopoly power,10 this is not a concern today.  No creator has a 


position remotely approaching a monopoly in the stock of existing and future 


music.  Moreover, much of the demand for music is for newly created music, the 


supply of which is unconcentrated.  A “high” statutory rate will not reduce access 


because lower valuing users (i.e., users who value music below the statutory rate) 


can freely negotiate below that rate.  Empirical evidence from HFA, as well as the 


deposition testimony of RIAA witnesses, discussed earlier, show that royalty rates 


below the compulsory rate are negotiated in the marketplace.  


41. Two other “objectives” identified in Section 801(b) are to be considered in setting 


the compulsory mechanical rate.  The first is that the rate should “reflect relative 


roles of copyright owner and user in the product made available to the public with 


respect to (1) creative contributions, (2) technological contribution, (3) capital 


investment, (4) cost, (5) risk and (6) contribution to opening new markets.”  This 


is consistent with the goal of promoting economic efficiency – that is, to provide 


financial incentives to both creators and users of creative works to undertake 


efforts that ultimately make more valuable works available to consumers.   


                                                
10  According to the Register of Copyrights, “Congress [in 1909] … was concerned that the right to make 


mechanical reproductions of musical works might become a monopoly controlled by a single 
company. Therefore, it decided that rather than provide for an exclusive right to make mechanical 
reproductions, it would create a compulsory license in Section 1(e) of the 1909 Act which would allow 
any person to make ‘similar use’ of the musical work upon payment of a royalty of two cents for ‘each 
such part manufactured.’” See Statement of Marybeth Peters, The Register of Copyrights, before the 
Subcommittee on Courts, The Internet and Intellectual Property of the House Committee on the 
Judiciary, United States Senate, 108th Congress, 2d Session, March 11, 2004, attached as Exhibit CO 
514 to my initial report. 
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42. Songwriters, publishers, record companies and distributors jointly contribute to 


making music.  I understand from my review of publisher and songwriter 


statements that both make an important and meaningful contribution.  The 


contributions of publishers and songwriters should be reflected in the statutory 


rate.  


43. The last statutory objective to be considered by CRJs is “minimiz[ing] any 


disruptive impact on the structure of the industries involved and generally 


prevailing industry practices.”  Again, this can be understood as promoting 


economic efficiency, because abrupt changes in costs or established patterns of 


obtaining and compensating creators for use of their works can be costly and 


inefficient.  Thus, all else equal, licensing schemes that work well and for which 


institutions and procedures are in place should be preferred over new approaches.  


As I discuss below, this suggests that historical reliance for physical products and 


permanent downloads on a penny royalty rate for each “copy” should receive 


deference over a percentage of revenue rate, unless there are significant new 


economic considerations favoring a percentage rate.  Modest increases in a penny 


rate for the compulsory license will not disrupt or require modification of pricing 


or discourage record companies or online music service providers from 


developing new and innovative products.   


44. This conclusion is reinforced by my earlier point that, since the compulsory 


license sets a maximum rate, the parties are free to negotiate below that rate or on 


different terms if the alternative produces a more efficient outcome.   
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III. BENCHMARKS FOR EVALUATING THE REASONABLENESS OF THE 
COPYRIGHT OWNERS’ PROPOSAL 


 
45.  Currently, the statutory mechanical license royalty rate for both physical 


phonorecords and permanent downloads is 9.1 cents.  


46. I understand that no rate has been set for digital transmissions other than 


permanent downloads, although the RIAA, in 2001, entered into an agreement 


(followed by a number of digital music companies) acknowledging that such 


transmissions require a mechanical license.  Since 2001, online music services 


offering limited downloads and interactive streams have avoided infringement by 


obtaining a mechanical license through HFA or directly from publishers, although 


I understand that the royalty rate in HFA licenses is “Statutory To Be 


Determined.”  I also understand that the outcome of this proceeding will affect 


retroactively the rate paid under those licenses. 


47.  Economists view voluntary transactions as the best way of evaluating the value 


and appropriate price for products and services, including intellectual property.  It 


is through such transactions that market participants (including creators and users 


of their creations) reveal their willingness to buy and sell – the critically important 


information that regulators can use to set rates that take account of and balance 


the interests of both creators and users of music.  It also follows that transactions 


that take place in the shadow of compulsion and a price ceiling may not provide 


as useful information as do unconstrained or unfettered transactions, but still 


provide some evidence of the value attached to intellectual property by buyers and 


sellers. 
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48. In evaluating the reasonableness of a proposed statutory mechanical royalty 


ceiling, I believe that the best economic evidence is obtained from voluntary 


agreements – especially those that take place in situations where there is no 


mandatory statutory license.  I have obtained information about three situations 


that provide evidence on the publisher’s share of revenue from music embodied in 


a sound recording (or provide a proxy for this) when the publisher’s royalty is not 


limited by statute, or not limited relative to the amount received by the sound 


recording.  When the publisher and the record company license the user 


separately and the user needs both rights in order to legally offer its product or 


service, and when no compulsory license is available, I find that the publisher’s 


share of the total license fees paid for the song and the sound recording ranges 


from about one-fifth to one-half.     


49. My first evidence is market transactions for synchronization licenses. As shown in 


Figure 3, revenue from synchronization licenses accounts for up to 30-40 percent 


of publishers’ total royalty income (based on data from six publishers). In order to 


“synchronize” a prerecorded song with visual images, such as those in movies, 


televisions shows and commercials, a synchronization license must be obtained 


from the music publisher (for the song) and a “master use” license must be 


obtained from the record company (for the sound recording).  Neither of these 


rights is subject to a compulsory license, and both the music publisher and the 


owner of the sound recording can refuse a license, and thereby deny the producer 


of the movie, television show or commercial the ability to use the music.  I 


understand that, typically, the license fees paid for these two rights are the same, 


so that each of the publisher and record company gets 50 percent of the total 
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content pool of the song and sound recording (and the publisher also gets 


performance royalties in television and commercials).11  I also understand that this 


equality in synchronization license fees has been supported by use of most-


favored-nation (“MFN”) provisions in licenses between users and both publishers 


and record companies, so that the licensee is obligated to increase retroactively 


the fee paid to one party if the user later agrees to a higher license fee with the 


other rights owner.12   


50. My second evidence comes from The Audio Home Recording Act of 1992, which 


provides for royalties on digital recording devices and media.  This legislation 


was passed in response to concerns that the new Digital Audio Tapes would allow 


consumers to make perfect digital copies of music, and harm the market for audio 


recordings.  Under the Act, royalties are split one-third for the Musical Works 


Fund and two thirds for the Sound Recording Fund, giving publishers and 


songwriters one third of the total.  Although this is not technically a license, it 


reveals Congress’s view of the appropriate allocation of the content pool between 


these two sets of rights holders. 


51. My third evidence comes from voluntary agreements for ringtones and, in 


particular, mastertones, that have been negotiated in the past few years.  Providers 


of mastertones must obtain the rights to both the sound recording and song.  


Although the RIAA has maintained that mastertones are subject to the 


                                                
11 See Witness Statement of Karyn Ulman, In the Matter Of: Digital Performance Right in Sound 


Recordings and Ephemeral Recordings, Docket No. 2005-1 CRB DATA, attached as Exhibit CO 514 
to my initial report. 


12 Id. In addition, I reviewed synchronization rights contracts between producers and publishers that 
contain MFN clauses. 
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compulsory mechanical license, the NMPA and others have disagreed, and 


voluntary negotiations have occurred in the shadow of possible determination that 


the compulsory license will be found to apply.  My review of these agreements 


suggests that song creators’ share of the total royalties for the song and sound 


recording tends to be 20 percent.13  Although these agreements have been entered 


into voluntarily, they were negotiated under the shadow of possible mandation.  


(My detailed analysis of these agreements is described below in Part VI.) 


52. Even though the absolute value of prerecorded music may differ across uses, the 


division of total content value between the sound recording (or master) and the 


publisher (which together supply the “content pool”) provides information about 


the reasonable mechanical royalty when rights to the sound recording are 


negotiated freely but the right to the mechanical is subject to compulsory 


licensing and rate setting.  In addition, a proxy that links the statutory mechanical 


rate to market transactions for rights to sound recordings will reflect the market 


valuation of music when there is rapid and dramatic evolution of music 


distribution models.  I conclude that the publisher’s share of the content pool in 


uses where both rights are freely licensed is an appropriate proxy for a reasonable 


rate for a compulsory mechanical license.  


                                                
13  Although I was able to review a limited number of New Digital Media Agreements (“NDMAs”) prior 


to the submission of my initial report, I have since reviewed additional NDMAs that were produced by 
the RIAA.  As a result, I have revised the estimate for the song creators’ share of the ringtone content 
pool from the range used in my initial report (20 to 25 percent), because it is now clear that there is a 
typical pricing practice under these agreements that provides the publishers with the greater of $0.10, 
10 percent of the retail price, or 20 percent of the wholesale price on ringtones.  The NDMAs produced 
by the RIAA are contained at Exhibits COA 93-95, 123-124, 199 and 202-206. 
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53. I now examine the Copyright Owners’ proposals using as guidance the voluntarily 


agreed upon ratio of royalties for the musical work to the combined royalties for 


the mechanical license and the sound recording.  If the proposed rate is in the 


range between 20 percent (based on the minimum specified in the NDMAs for 


ringtones) and 50 percent (based on synchronization licenses) of the content pool, 


I conclude that it is reasonable.  


 
IV.       THE RATES PROPOSED BY THE COPYRIGHT OWNERS FOR 


PHYSICAL PHONORECORDS AND FULL DIGITAL DOWNLOADS 
ARE REASONABLE 


 
54. The mechanical royalty rate together with performance royalties and other 


copyright-related revenues compensate creators of musical works for the value 


created by their underlying compositions.  There has been no apparent reduction 


in the value of songs to consumers in recent years.  Indeed, the total “value” 


appears to have grown substantially; copies of musical works are ubiquitous: on 


computers, portable players, for sale as CDs in bookstores, computer electronics 


stores and a vast array of on-line stores, etc.  Because much of the music that is 


sold is newly created,14 a continuing supply of popular music requires that 


creators receive appropriate compensation for their works.  A substantial fraction 


of the use of music is of “hits” that have been recently created.  The existing stock 


of music often is not a good substitute for new creations, so the effect of the 


statutory rate on the incentives to create new music should heavily influence 


determination of that rate.  In addition, a policy that undercompensates creators 


                                                
14 Data from EMI show that up to 35 percent (depending on the year) of EMI’s mechanical revenue is 


from songs that are less than three years old. 
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for existing works could reduce the incentive to create new music, because 


creators of music today recognize that the reward for successful innovation is a 


future stream of royalties.  If future revenue streams are not sufficient, the effect 


may be to diminish innovation today. 


55. The Copyright Owners propose a statutory mechanical rate for physical 


phonorecords – which today are primarily CDs – the greater of 12.5 cents or 2.40 


cents per minute or fraction thereof for 2008, with the rate indexed for changes in 


CPI over the succeeding four years.  They propose a statutory mechanical rate for 


permanent downloads of the greater of 15 cents or 2.90 cents per minute or 


fraction thereof for 2008, with this rate also indexed for changes in the CPI.  


Based on my analysis, I believe that both these rates are reasonable and indeed 


that they are low relative to the benchmark of one-fifth to one-half of the music 


content pool that I explained above.  I understand that the Copyright Owners 


propose these, and not higher, rates for forms of distribution for which statutory 


rates exist today in deference to established industry norms in a period of 


technological transition.15 


A. A Statutory Rate of 12.5 Cents is Reasonable for Physical Phonorecords 
 


56. I base my conclusion that the Copyright Owners’ proposed statutory rate for 


physical phonorecords is reasonable on the following analysis.  


a. First, I examine data on license agreements between HFA and the record 


companies.  


                                                
15 Higher rates also may be reasonable. However, because the other parties in this proceeding will not 


propose a higher rate, I view my assignment as considering only whether the rate proposed by the 
NMPA is too high. 







RESTRICTED-Subject to Protective Order 
In Docket No. 2006-3 CRB DPRA 


 


 
 


 


- 28 - 


b. Second, I consider how piracy affects returns to artists and thus incentives for 


creation.  


c. Third, I evaluate whether the Copyright Owners’ proposal results in a 


mechanical royalty rate in the range of 20 to 50 percent of the content pool, 


for reasons that I described above; 


d. Finally, I consider whether a statutory license fee calculated as a percentage of 


revenue or of the price of a physical or digital copy is preferable to a penny 


rate royalty. 


1. HFA Data Show that the Current Mechanical Rate for CDs is Too Low 


57. I explained above that a statutory rate set too low will deprive artists of some 


royalty income that they could negotiate in a free market in which users paid 


based on how much they value the songs.  If there were no statutory rate, we 


would expect a distribution of rates, with some licenses negotiated at rates below 


the previously existing statutory rate, some near or at that rate, and others above 


that rate.  We can use the distribution of rates today to provide evidence of 


whether the existing statutory rate is appropriate.  If a very large fraction of 


licenses contained negotiated rates below the statutory rate, it would suggest that 


the statutory rate is far above the value of the typical mechanical right and that 


voluntary negotiations established lower market rates.  If, instead, only a small 


percentage of licenses contain rates below the statutory rate, this suggests that few 


users value mechanical rights at less than the statutory rate and most users value 


mechanical rights above or at the statutory rate.   In the latter case, the statutory 


rate is lower than the average rate that would be negotiated in a free market and, 


therefore, is too low to provide a fair return to artists.  This low rate would reduce 
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the income of creators below what it would be in a free market and reduce the 


incentives to create new musical works.  I am not arguing that the statutory rate 


should be the highest mechanical rate that would be negotiated by any single 


buyer and seller in a free market.  I argue only that it should not be so low that it 


leaves almost no incentive for any parties to negotiate a lower rate, but instead it 


should be closer to the “average” that would be paid by a willing buyer and seller 


if there were no compulsory license. 


58. My review of data from HFA on its licensing activity indicates that the 


voluntarily negotiated rate for physical recordings typically would be higher than 


the statutory rate if rates were not limited by statute.  Certainly, the HFA data 


provide no evidence that the statutory rate is too high or that the value of musical 


compositions has declined. I examined licenses issued by HFA from 1996 through 


2005 to see whether the rates (relative to the statutory rate) at which HFA issues 


licenses have changed over this period. If musical compositions were becoming 


less valuable, and the market value of mechanical rights was below the statutory 


rate, I would expect that the fraction of HFA licenses for CDs at the statutory rate 


would be lower and would have fallen over time.  I separately examined the 


licenses issued for controlled and non-controlled compositions, because 


controlled compositions earn less than the statutory rate because of agreements  
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between singer-songwriters and their record companies that reduce mechanical 


royalties.16 


59. The empirical evidence shows that over the past 10 years the percentage of HFA 


licensing activity at, rather than below, the statutory rate has increased.   Although 


HFA does not handle all industry licensing, it does handle licensing for many 


publishers.  Therefore, its activity likely is indicative of trends in the industry 


generally.  As shown in Figure 4, the percentage of HFA licenses at the statutory 


rate for non-controlled compositions was between 82 and 85 percent in 1996-


1998, while it reached over 95 percent in 2003 and stayed close to that level 


through 2005.  This increase is statistically significant.17  In addition, the 


percentage of HFA licensing at rates of 75-99 percent of the statutory rate 


declined over this period (a decline that also was statistically significant), from 


12-15 percent in early years to less than seven in the later years.   


60. I conclude from the statistically significant increase in the percentage of licenses 


issued at the statutory rate that there has been a decline in recent years in the 


percentage of uses of musical works where the copyright owners and the user 


agree that the value of the mechanical right is lower than the statutory rate.  


Because it is reasonable that there is a distribution of free market values that 


would exist if there were no statutory rate available, I conclude that this means 


                                                
16 Under these clauses, a singer-songwriter’s mechanical royalties are reduced; typically the royalty rate 


is a fraction of the statutory rate and there is also a cap on the number of songs for which the record 
company will pay mechanical royalties.  Examples of these clauses can be found in the agreements 
attached as Exhibits COA 5-8. 


17 This conclusion is based on testing whether the difference in proportions between the years was 
statistically significant. 
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that an increased percentage of licenses would have been negotiated at rates above 


the statutory rate if there were no compulsory license.  The statutory rate 


increasingly has deprived creators of mechanical license revenue that they would 


receive if there were no compulsory license, and so reduces incentives for 


creation. 


61. Further evidence that the statutory license rate has increasingly become too low 


relative to the value of mechanical rights is shown in Figure 5, which examines 


the number of units sold under licenses issued by HFA by license rate.  This 


figure weights the licenses that I examined in Figure 4 by the volume of sales, so 


that licenses for tracks that are very successful get more weight than those that 


generate few sales.  This figure also shows that the fraction of sales from songs 


licensed at the statutory rate has increased substantially, from less than 65 percent 


from 1996 through 2000 to over 80 percent in the past two years.  Simultaneously, 


the fraction of sales distributed under licenses at 75-99 percent of the statutory 


rate has declined substantially from 34 percent in 1996 to 15 percent in 2005.  


Again, this evidence shows that the statutory rate increasingly has reduced the 


amount received by creators for their musical works below the level that would be 


negotiated in the absence of a compulsory license.    


62. Thus, HFA data suggest that the current statutory rate is too low, because it 


deprives creators of value that users would be willing to pay.  In turn, this would 


reduce the financial incentives for artists to create music. The HFA data show that 


the statutory rate has become a greater constraint on the value that creators 


receive for mechanical copyrights.  Because the statutory rate is a ceiling on the 


rate paid for a mechanical license, it “truncates” the rates that would be negotiated 
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if there were no compulsory license or if the statutory rate were higher.  The fact 


that the amount of HFA license activity at the statutory rate has increased during 


the past 10 years suggests that the amount of licensing activity that would have 


occurred in a free market at rates above the statutory rate also has increased.  


Moreover, a higher statutory rate would not have reduced access to musical 


works, because users who valued music at less than the higher statutory rate 


would continue to use music by negotiating for access below the statutory rate. 


2. Creators of Musical Work are Injured by Piracy 


63. The record companies acknowledge that widespread illegal activity has reduced 


sales of CDs, with RIAA estimating a loss of up to 20 percent of CD sales.18  


Since Copyright Owners do not get paid for illegal reproductions, the effective 


statutory rate per copy would be about 20 percent less than the statutory rate.  


Thus, if some fraction of legitimately sold CDs is copied illegally (either burned 


to blank CDs or distributed and downloaded digitally) and displaces legal sales, it 


lowers the mechanical royalties received by Copyright Owners.  In turn, this 


reduces the income of songwriters and reduces the incentive to create music. 


64. Estimates of the reduction in legal sales from piracy vary substantially.19  The 


RIAA claims that piracy has caused a substantial decline in CD sales since 1999.  


I understand that current statutory rates were negotiated and accepted by the 


                                                
18 Testimony of Mitch Bainwol, Chairman and CEO, Recording Industry Association of America before 


U.S. Senate Committee on Appropriations Subcommittee on Commerce, Justice, State and the 
Judiciary. 04/29/04, attached as Exhibit CO 515 to my initial report. 


19 See, for example, “Symposium: Piracy and File Sharing,” 40 J. Law and Economics (April 2006). 
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NMPA without anticipating the sharp decline in sales from the piracy that the 


record companies in fact incurred. 


3. A Rate of 12.5 Cents is Reasonable 


 
65. A statutory rate of 12.5 cents for songs delivered on physical products such as 


CDs falls in the range of 20 to 50 percent of the combined earnings of the content 


pool, if not below.  The production of a CD involves manufacturing and 


distribution costs that reasonably should be excluded from the value of the content 


pool.  Figure 5a shows the proposed statutory royalty of 12.5 cents, as a percent of 


record labels’ 2005 wholesale revenues for physical product net of manufacturing 


and distribution costs (“content pool”).20  The red bar in Figure 5a assumes that 


the statutory rate applies to all CDs and does not adjust for the possibility of 


copyright users negotiating mechanical rates below the statutory level.  The red 


bar shows that, even assuming no future increases in CD prices, the 12.5 cents 


proposed rate for CDs accounts for no more than 24 percent of the content pool 


embodied in those CDs. The blue bar reflects the result of adjusting for the 


difference between the statutory rate and the “effective rate,” by multiplying the 


actual mechanical royalties that the labels paid by the ratio of the proposed 


statutory rate of 12.5 cents to the 2005 statutory rate of 8.5 cents.  Thus, the blue 


bar reflects the effect of lower negotiated rates and compares the effective rate to 


the average value of the content pool per CD.  The blue bar yields an effective 


rate that is 18 percent of the average value of the content pool per CD.  Thus, both 
                                                
20  This figure was created using backup data produced during discovery by experts for the RIAA.  See 


backup data produced by David J. Teece, RIAA 15203-15209, attached as Exhibit COA 9, RIAA 
15271-15331, attached as Exhibit COA 10; backup data produced by Linda McLaughlin, RIAA 8423-
8430, attached as Exhibit COA 11. 
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bars in Figure 5A show that a statutory rate of 12.5 cents per song falls well 


within the range of reasonableness.  


4. A Penny Rate, Rather than Percentage of Revenue, is Reasonable   


66. Finally, I conclude that the Copyright Owners’ proposal for a penny rate for 


physical products, rather than a rate calculated as a percentage of CD price, is 


reasonable.  In the initial version of this report, I anticipated that two arguments 


would be raised in support of changing the historical penny-rate basis of the 


mechanical royalty (which has existed since the compulsory license was 


established in 1909) to a royalty based on the record company’s selling price: (a) 


that this would enable the record companies to produce discount CDs that are not 


economical if they must pay the same mechanical royalty that they pay for full-


priced CDs; and (b) that pressure from illegal downloads has forced record 


companies to reduce CD prices generally, which should be reflected in lower rates 


paid for mechanical rights.  Neither argument is persuasive. 


67. First, record companies are not prevented today from issuing budget CDs because 


mechanical royalty rates are too high.  The HFA data show that there is a 


distribution of license rates, with a number of licenses issued at rates below the 


statutory rate.  In 2005, 6.8 percent of licenses issued by HFA for noncontrolled 


physical products were at 6.8 cents or less, or at rates that were no more than 80 


percent of the statutory rate.   This shows that record companies can and do 


negotiate for a mechanical rate for a particular release that is below the statutory 


rate, as was further confirmed by the deposition testimony of Mr. Teece and Mr. 
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Wilcox.21  There is no economic justification for changing how the statutory 


mechanical license rate has been calculated for almost 100 years to address a 


licensing problem that does not exist.   


68. Second, historically mechanical license rates have not varied directly with the 


price of recorded music.  For example, the statutory rate for cassette tapes was the 


same as the statutory rate for CDs, even though in the 1980s and 1990s CDs sold 


for almost twice the price of cassette tapes.22  Even if piracy has reduced sales of 


CDs, it does not justify replacing a penny with a percentage rate.  The value of 


music per lawful copy has not declined and, moreover, creators of music also are 


injured by reduced sales caused by piracy.  For the same reason that the Copyright 


Owners’ propose rates that are lower than ones justified by the range of twenty to 


fifty percent of the content pool (to avoid disruption to established norms), a 


penny rate avoids disruption. 


69. The HFA data regarding the efficiency of a penny rate is also backed up by the 


deposition testimony of RIAA witnesses.  Mr. Munns could not identify any 


physical products that EMI had been unable to introduce in the United States due 


to the use of a penny rate.23  Mr. Wilcox of Sony BMG also stated that the penny 


rate in the United State has not adversely impacted his company’s ability to 


                                                
21 See Teece Tr. at 297:9-297:13, attached as Exhibit COA 2; Wilcox Tr. at 147:3-147:25, attached 


Exhibit COA 3. 


22 RIAA data show that in 1990 the average CD price was $12.05, while the average price for a cassette 
tape was $7.85.  See Exhibit COA 10 at RIAA 15322. 


23  See Munns Tr. at 113:14-122:10, 143:6-143:21, attached as Exhibit COA 4.  Although Mr. Munns 
attempted to point to ringtunes and DualDiscs as products whose introduction had been inhibited by 
the penny rate, he conceded that ringtunes had, in fact, been introduced under a penny rate and that 
DualDiscs were unsuccessful because of lack of consumer interest.  Id. at 113:21-119:8. 
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produce new products.24  In his deposition, Mr. Teece was likewise unable to 


provide any examples of products that were priced more flexibly in countries with 


percentage royalty rates than in the United States.25   


5. Summary 


70. For these reasons, I conclude that the Copyright Owners’ proposal for a statutory 


rate of 12.5 cents for physical products is reasonable.  It reflects a substantial 


discount from the upper bound of the range based on the share negotiated in 


applications where licensing mechanical rights is not constrained by a compulsory 


license and statutory rate.  


B. A Statutory Rate of 15 Cents for Full Digital Downloads is Reasonable 
 
 1. A Rate of 15 Cents is Within the Range of 20-50 Percent of the Content Pool 


for Permanent Downloads 
 


71. The Copyright Owners have proposed a statutory mechanical rate of 15 cents for 


permanent downloads.  This rate is 20 percent higher than the proposed rate for 


physical products.  Agreements between Apple and the major record companies 


produced during discovery show that the record companies typically receive 


$0.70 from Apple for each permanent download purchased from Apple’s iTunes 


store.26  I understand that the record companies incur virtually no incremental 


costs for each permanent download sold, so that almost all the license fee, net of 


mechanical royalties paid, is a return to the sound recording.  Indeed, Ms. 


Murphy’s analysis of the record companies’ financial data produced during 


                                                
24 See Wilcox Tr. at 210:14-215:15, 218:9-218:17, attached as Exhibit COA 3. 


25 See Teece Tr. at 155:16-155:24, attached as Exhibit COA 2. 


26 See Exhibits COA 400 to 458. 
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discovery confirms that the companies have significantly higher profit margins on 


digital products than physical products.  A mechanical royalty of 15 cents for 


permanent downloads is approximately 20 percent of the total content pool, and 


so is reasonable based on my benchmark range of the content pool. 


72. Although Apple has claimed in discovery that a rise in the mechanical royalty rate 


on permanent downloads would hinder the development of its business, the 


information I have reviewed suggests this is not true.27  Based on an iTunes 


quarterly profit and loss statement for the period fourth quarter 2005 through 


second quarter 2007,28 my staff developed Figure 5b, a pro forma P&L, to analyze 


the impact of a rate increase on the assumption that Apple would pay the 


difference between the current and proposed rate in its entirety.  The result, as the 


pro forma shows, is that even with the Copyright Owners’ proposed rate increase 


Apple would still have maintained positive contribution margins (i.e., the 


difference between iTunes’ total revenue and its variable costs).    


73. I also have considered whether there may be other, independent reasons why the 


value of the musical composition embodied in a digital track downloaded from a 


service such as iTunes is greater than the value of the work in the same track 


included on a physical CD.  I conclude that a higher rate for permanent 


downloads than for physical CDs is reasonable for several reasons. First, a 


musical composition embodied in a digital transmission is more convenient to 


                                                
27 In his deposition testimony, Eddy Cue, Apple’s Vice President of iTunes, repeatedly claimed that an 


increase in the mechanical royalty rate would threaten his company’s continued involvement in the 
download business. Tr. of Deposition of Eddy Cue dated Sept. 28, 2007 at 177:20-180:14, 203:2-
203:25, attached as Exhibit COA 12. 


28 iTunes Music Store P&L, DIMA_2006-3_CRB_DPRA003808-3832, attached as Exhibit COA 1. 
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obtain and to use than is a physical copy, and its availability in this form has 


facilitated the development of many new and valuable products and services.  


Second, HFA data show that virtually all its licenses for permanent downloads for 


noncontrolled compositions are at the statutory rate, with virtually no negotiation 


on these rates. This suggests that, even more than for physical records, the 


permanent download statutory rate is a binding ceiling that leaves no incentive for 


users to negotiate above the rate and that deprives creators of compensation that 


users willingly would pay for licenses if there were no compulsory license or the 


statutory rate were higher.  This is supported by my third analysis, which 


examines a large number of market transactions in which willing licensors and 


willing licensees have agreed to mechanical license fees for digital recordings at 


much higher rates than those currently in effect for CDs and permanent 


downloads. 


2. The Musical Work in a Permanent Download has Greater Value than on a 
Physical CD 


 
74. Digital transmission increases the value of individual compositions, by making it 


feasible, indeed efficient, for consumers to purchase individual compositions, 


rather than purchasing the “bundle” of compositions – some that the consumer 


wants and some that he or she does not or has less interest in – that have been 


packaged into a single CD album.  The consumer no longer must pay mechanical 


royalties for songs that, if they were offered individually, he or she would not 


purchase.  Instead, services such as iTunes sell tracks a la carte, and consumers 


purchase only those they want.  Data produced by the RIAA during discovery 


confirm that digital music is primarily a singles-based business.  According to 
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these RIAA statistics, in 2006 downloads of single tracks accounted for 


approximately 67 percent of wholesale revenue derived from permanent 


downloads of music.29  Similarly, applying Apple’s standard $0.99 rate to single 


downloads, and its standard $9.99 rate to album downloads reveals that on 


average 63 percent of the company’s weekly music revenues are attributable to 


singles.30  The result of this singles-based market is that the average value of the 


underlying musical works in the downloaded (purchased) songs exceeds the 


average value of the songs in a CD.  The “good” songs (the only ones that will be 


downloaded) are worth more to the user than the average song on the CD. 


75. The current statutory rate was set when sales of recorded music occurred on 


physical media, primarily CDs, that bundled multiple songs together.  Today, the 


digital world is based on single tracks.  Thus, the “blended” rate paid to Copyright 


Owners in the physical world is too low for the digital world of singles where the 


average value of a song that is sold to consumers is greater than the average value 


of songs on an album.   


76. Two types of empirical evidence suggest that the rate for digital downloads 


should be higher than that for physical CDs.  First, data from HFA show that the 


rate for virtually all permanent downloads of noncontrolled compositions is the 


full statutory rate.  (See Figures 6 and 7.)  In contrast, there is a range of rates for 


non-controlled physical CDs, with a large number licenses at rates below the 


                                                
29  See backup data produced by David J. Teece, RIAA 15271-15331 at RIAA 15300, attached as Exhibit 


COA 10. 


30 See Apple weekly download sales data, DIMA_2006-3_CRB_DPRA003421-3423, attached as Exhibit 
COA 13.   
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statutory rate. This suggests that the statutory rate for permanent downloads acts 


as a binding ceiling that constrains the rates below the level that would be 


negotiated in a free market for digital transmissions.  In turn, this reduces the 


income and incentives of creators without expanding access to copyrighted music.   


77. The second empirical evidence that the statutory mechanical rate for digital 


downloads should be higher than it is today is contained in ringtone agreements 


between music publishers and third parties.31  These agreements give licensees the 


right to sell to their customers (some portion of) copyrighted musical 


compositions to be used as ringtones on cellphones.  These agreements provide 


information on the value of full digital downloads, both because the transactions 


occur through the market and because I understand that it involves technology 


similar to that for permanent downloads. 


78. In preparing the initial version of this report, I asked my staff to review the almost 


two hundred mastertone license agreements that were provided to Leaf by six 


publishers, and that took effect in 2004 or later. All these agreements specify a 


license fee based on the greater of a penny rate and a percentage of retail price 


and/or revenue.  In addition to the royalty rate, some licenses require a one-time 


fixation fee (typically $25) per song.  Many licenses also require an advance 


payment that, in this sample, ranges from $1,000 to $40,000 depending on the 


licensee.  Finally, licenses also may specify a maximum length (usually 30 or 45 


seconds) for the ringtone.  Figures 8-10 show the distribution of the penny rate, 


                                                
31 This evidence is relevant whether or not Section 115 applies for ringtones. 
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percentage of retail price and percentage of revenue in agreements executed 


between 2004 and 2006. 


79. As shown in these figures, the mastertone agreements of all the publishers specify 


royalty rates that are higher than the current statutory rate (9.1 cents) for 


permanent downloads.  The per-penny minimum rates range from ten to 25 cents, 


with an average for all publishers around 12.5 cents.  The percentage of retail 


price minimums range from 10 to 15 percent, with an average close to 10.5 


percent. 


80. I also use data from two publishers on the actual prices they are paid under their 


mastertone agreements during a quarter in 2006. I calculate the average payment 


received to be about 16-18 cents per ringtone for one publisher and 25 cents for 


the second publisher.  Since the download of a full song is at least as valuable as a 


snippet of the song, this provides evidence that the value of the mechanical rights 


in permanent downloads is at least equal to 16 to 25 cents.  This exceeds the 


current statutory rate for permanent downloads and exceeds the Copyright 


Owners’ proposed rate of 15 cents.   


81. In short, the proposal for a statutory mechanical rate for permanent downloads 


that is higher than that for physical CDs is reasonable.  Data also suggest that the 


Copyright Owners’ proposed rate of 15 cents is lower than rates that have been 


negotiated in a free market, and thus that the proposal is reasonable. 
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V. THE RATE PROPOSED BY THE COPYRIGHT OWNERS FOR 
LIMITED DOWNLOAD AND INTERACTIVE STREAMING 
SUBSCRIPTION SERVICES IS REASONABLE 


 
82. The typical limited download service charges a monthly fee, and then makes its 


entire catalog available for limited download by subscribers as long as the 


subscription is in effect.  The Copyright Owners have proposed a tiered structure 


for the compulsory mechanical royalty for these services.  The rate would be the 


greatest of: (i) 15  percent of revenue attributable to music; (ii) one-third of the 


total content costs paid for mechanical rights to musical compositions and rights 


to sound recordings; or (iii) the greater of  $.0033 per use or $0.00064 per minute 


of playing time or fraction thereof.  This proposal is reasonable in light of its 


impact in enhancing incentives to create new music without imposing significant 


access costs on the development of improved methods of delivering music to 


consumers. 


83. All three of the proposed tiers for this service are reasonable, both individually 


and as alternatives, in the sense that they are no higher than the benchmark of 20-


50 percent of the amount that the record companies receive for licensing these 


services.  My review of the rates in agreements produced in discovery between 


subscription service providers offering limited downloads and major record 


companies supports this conclusion.32 


84. These agreements also confirm that the Copyright Owners’ proposal tracks 


existing rate structures that are in use in the industry.  Agreements between the 


major record companies and MusicNet, Napster, and RealNetworks show that the 


                                                
32  Agreements between record companies and subscription service providers (offering limited downloads 


and/or interactive streaming) are attached as Exhibits COA 50-92, 96-122, and 125-168. 
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record companies commonly license their works to these subscription services 


using tiered, “greater of” rate structures, which frequently employ revenue, the 


number of plays of a record company’s songs, and/or the number of service users 


to calculate the payments due from the subscription services.  Similarly, the 


Copyright Owners’ proposals for subscription services also employ tiered, 


“greater of” rate structures that incorporate revenue and plays as metrics used to 


calculate the payments due to publishers.   


85. Each tier of the Copyright Owners’ proposal falls within the one-fifth to one-half 


range of the content pool (of royalties for mechanical rights and sound 


recordings).  The first tier – 15 percent of revenue – today would constitute less 


than a quarter of the content pool of 65 percent of revenue.33  The Copyright 


Owners’ proposed second tier deals with the uncertainty over how distribution 


models will evolve in the future.  For example, some record companies reportedly 


have licensed Microsoft’s Zune service for a rate that includes one dollar per 


Zune music player; therefore, the revenue the record companies receive depends 


directly on the sale of the players and only indirectly on the use of the music.  


Implicitly, this pricing policy recognizes the importance of music (both sound 


recordings and musical works) in creating the value that is, in turn, captured by 


providers of music players. Copyright Owners should obtain their ratable share of 


this revenue stream.  Finally, agreements between record companies and 


subscription services produced during discovery show that the record companies 


                                                
33  Even in those cases where so-called “pass-through” licensing provisions might be used –under which 


the record companies (as opposed to the subscription service providers) are required to pay mechanical 
royalties to publishers – this first tier would still constitute only a third of the content pool. 
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today typically license limited download services for one penny per play, so the 


Copyright Owners proposal for their third tier of a third of a penny gives 


songwriters license fees equal to about one quarter of the total content pool 


(which insures a minimum payment).  


86. The Copyright Owners’ proposal for the statutory rate for interactive streaming 


services has a similar structure to their proposal for limited download services: a 


three-tiered proposal equal to the greatest of (i) 12.5 percent of revenue 


attributable to music; (ii) 27.5 percent of the total content costs paid for 


mechanical rights to musical compositions and rights to sound recordings; or (iii) 


the greater of $.00275 per use or $0.00053 per minute of use or fraction thereof.  I 


understand that these types of services have the same license arrangements with 


record companies for the sound recording as do limited download services.  


87. Because the Copyright Owners’ proposal is for lower rates for each tier than they 


propose for limited download services, and because the agreements produced in 


discovery that I have reviewed suggest that the record companies typically get the 


same compensation for interactive streaming services as for limited download 


services,34 their proposal for interactive streaming is reasonable. 


88. The Copyright Owners’ proposal also will neither disrupt industry structure and 


prevailing industry practices nor impose an undue burden in terms of the records 


that the record companies would need to maintain.  My review of the record 


                                                
34  For example, I interpret EMI’s April 1, 2005 “Streaming Audio and Conditional Download 


Agreement” and Warner’s April 22, 2005 “Subscription Services Agreement” with RealNetworks to 
each apply the same pricing structure and levels to tracks delivered via conditional downloads and 
streams, although the tiers depend on whether the downloads and streams are made to portable vs. non-
portable devices.  See RIAA 7852-7867, attached as Exhibit COA 82; DIMA_2006-
3_CRB_DPRA023074-23102, attached as Exhibit COA 168. 
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companies’ contracts with digital delivery services that were produced during 


discovery in this matter reveals that the terms proposed by the Copyright Owners 


mirror closely in form the terms of the corresponding record company contracts.  


These contracts require the record companies to collect and maintain data with 


respect to the number of downloads and/or streams of their recordings that each 


service sells in addition to the revenue they receive under each contract.  Because 


the business models for other types of products are still evolving and the record 


companies are being paid under the same kind of tiered structure proposed by the 


Copyright Owners, for which they must develop systems to capture that 


information, use of a tiered system is efficient. 


 
VI. THE RATE PROPOSED BY THE COPYRIGHT OWNERS FOR 


RINGTONES IS REASONABLE 
 
89. The Copyright Owners’ proposed statutory rate for ringtones is also a tiered rate 


structure equal to the greatest of: (i) 15 percent of revenue; (ii) one-third of the 


total content costs paid for mechanical rights to musical compositions and rights 


to sound recordings; or (iii) 15 cents per ringtone.   


90. I have reviewed a large number of mastertone licenses that were negotiated 


voluntarily between HFA and publishers and ringtone companies.  The royalty 


provisions in those licenses are summarized in Figures 8-10.  This free-market 


activity provides a reasonable basis for setting the statutory rate for mastertones, a 


use that has not until this proceeding been subject to a compulsory license. 


Because, as I explained earlier, the injury to creators in terms of incentives can be 


great from setting the rate too low, while the harm from reduced access that may 


arise from setting the rate above the market level is low, I view the maximum 
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rates in these licenses as the most appropriate basis for evaluating the Copyright 


Owners’ proposal. 


91. To be conservative, however, I exclude the highest rates found in any of the 


agreements.  Based on agreements signed during 2004 through 2006, a statutory 


rate denominated as the maximum of a penny rate and a percentage of retail price 


or net revenue is consistent with the typical form of voluntary agreement for 


mastertone licenses.   


92. I have also reviewed the limited number of ringtone agreements produced by the 


record companies during the discovery period.35  These are agreements between 


record companies and third-party ringtone providers, almost exclusively for the 


licensing of mastertones or ringbacks, that occurred prior to the decision by the 


Register of Copyrights that ringtones are subject to mechanical licensing under 


Section 115.   


93. My review of these freely negotiated agreements, together with my review of the 


New Digital Media Agreements, reveals that under these agreements publishers 


receive at a minimum 20 percent of the content pool.  The agreements between 


the record companies and third-party ringtone providers typically provide the 


record companies with the greater of 50 percent of the retail price or $1.00 for 


every ringtone sold; one company commonly licenses its recordings for a flat rate, 


ranging in its agreements from $1.00 to $1.35.  These agreements almost always 


contain so-called “pass-through” licensing provisions, under which the record 


                                                
35 See Exhibits COA 169-198.  I also reviewed the ringtone agreements attached to various witness 


statements that were part of the Copyright Owners’ initial written direct statement.  These agreements 
were contained in Exhibits CO 17-49, 101-125, 151-178, 218, 251-432, and 520-580. 
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companies (as opposed to the ringtone providers) are required to pay mechanical 


royalties to publishers.   


94. The NDMAs in turn provide a basis for determining the amount of money 


remitted to the publishers by the record companies for the licensing of musical 


compositions.  As discussed earlier, under these NDMAs, publishers receive the 


greater of $.10, 10 percent of retail revenue or 20 percent of wholesale revenue 


for every ringtone sold.  Because wholesale revenue to the record companies 


under their agreements with third-party ringtone providers is usually 50 percent of 


retail, the percent-of-wholesale tier and the percent-of-retail tiers contained in the 


NDMAs effectively provide publishers with the same share of the content pool.  


Thus, in the standard case, when (a) a record company licenses its recordings to a 


third-party ringtone provider for the greater of 50 percent of retail revenue or 


$1.00 and (b) the parties agree to a pass-through mechanical license, the publisher 


will receive at least 20 percent of the content pool. 


95. When ringtones are licensed by record companies at a flat rate that is less than 50 


percent of the retail price, the percent-of-retail minimum tier would provide 


publishers with greater than 20 percent of the content pool.  I understand that 


ringtones are commonly sold to consumers at a retail price of $1.99 or more.  


Agreements between at least one record company and third-party ringtone 


providers confirm that retail prices for these products go as high as $2.50,36 which 


I understand is not unusual for the major mobile phone companies.  Thus, the 


                                                
36  See EMI Mobile Ringback Tune Agreement with Ericsson, Inc., dated Sept. 7, 2005, RIAA 45887-


45906 at RIAA 45901, 45903, attached as Exhibit COA 171; EMI Mobile Ringtune Subscription 
Agreement with Buongiorno USA, Inc., dated Aug. 13, 2007, RIAA 46133-46145 at RIAA 46145, 
attached as Exhibit COA 175. 
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agreements I have reviewed between record companies and third-party ringtone 


providers, together with the NDMAs, show that under these freely negotiated 


agreements music publishers receive at least 20 percent of the content pool for 


ringtones and, in some cases, perhaps more. 


96. Based on all of these agreements, I conclude that the three tiers of the Copyright 


Owners’ proposal fall either below or within the benchmark range of 20 to 50 


percent of the content pool.  The activity in the ringtone market – as evidenced by 


the third-party ringtone agreements I reviewed prior to my initial report, as well as 


the agreements produced by the RIAA during discovery that I reviewed in 


connection with this amended report – provides a sound basis for setting royalty 


rates in this proceeding.  Moreover, as I have discussed, the principal danger in 


determining a statutory rate is setting the rate too low, because it then functions as 


a cap on publishers’ revenue in cases where freely negotiated agreements between 


the relevant parties would have yielded compensation above that provided by the 


statutory rate.  At the other end, the consequences of setting a rate that is too 


“high” are minimal, since, in the absence of meaningful transactions costs, the 


parties can bargain below the statutory rate in those cases where it would result in 


a mutually beneficial outcome.  In order to maximize the availability of musical 


works to the public, it is critical that publishers and songwriters receive 


appropriate compensation for their work, which the market has shown to be 


highly valued. 


97. For the foregoing reasons, I conclude that the Copyright Owners’ rate proposal 


for ringtones is reasonable. 
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VII. CONCLUSION 
 


98. I have reviewed, from an economic standpoint, the Copyright Owners’ proposed 


set of statutory mechanical rates for 2008 through 2012.  I conclude that their 


proposal is reasonable and is consistent with the economic principles of the 


statutory goals of the Copyright Act.  The materials that were produced during the 


discovery process have not altered this conclusion.  The Copyright Owners’ 


proposed rates have the potential to both enhance incentives to create musical 


compositions and to limit access costs, and thus to promote economic efficiency.  
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Documents Considered or Relied Upon in Connection  
with Initial and Amended Reports 


 
Exhibit 


No. 
Description 


CO 17 The Harry Fox Agency, Inc., License Agreement, dated June 30, 2006  


CO 18 The Harry Fox Agency, Inc., License Agreement, dated March 9, 2006  


CO 19 The Harry Fox Agency, Inc., License Agreement, dated February 6, 2006  


CO 20 The Harry Fox Agency, Inc., License Agreement, dated January 18, 2006  


CO 21 The Harry Fox Agency, Inc., Agreement, dated January 1, 2006  


CO 22 The Harry Fox Agency, Inc., License Agreement, dated January 1, 2006   


CO 23 The Harry Fox Agency, Inc., License Agreement, dated November 8, 2005  


CO 24 The Harry Fox Agency, Inc., License Agreement, dated September 13, 
2005  


CO 25 The Harry Fox Agency, Inc., License Agreement, dated August 5, 2005  


CO 26 The Harry Fox Agency, Inc., License Agreement, dated July 6, 2005  


CO 27 The Harry Fox Agency, Inc., License Agreement, dated March 30, 2005  


CO 28 The Harry Fox Agency, Inc., License Agreement, dated February 3, 2005  


CO 29 The Harry Fox Agency, Inc., License Agreement, dated October 28, 2004  


CO 30 The Harry Fox Agency, Inc., License Agreement, dated August 6, 2004  


CO 31 The Harry Fox Agency, Inc., License Agreement, dated August 6, 2004  


CO 32 The Harry Fox Agency, Inc., License Agreement, dated July 26, 2004  


CO 33 The Harry Fox Agency, Inc., Agreement, dated July 2, 2004  


CO 34 The Harry Fox Agency, Inc., License Agreement, dated July 1, 2004  


CO 35 The Harry Fox Agency, Inc., License Agreement, dated May 20, 2004  


CO 36 The Harry Fox Agency, Inc., License Agreement, dated April 21, 2004  


CO 37 The Harry Fox Agency, Inc., License Agreement, dated March 3, 2004  
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CO 38 The Harry Fox Agency, Inc., License Agreement, dated January 22, 2004  


CO 39 The Harry Fox Agency, Inc., License Agreement, dated December 22, 2003  


CO 40 The Harry Fox Agency, Inc., License Agreement, dated December 1, 2003  


CO 41 The Harry Fox Agency, Inc., License Agreement, dated September 26, 
2003  


CO 42 The Harry Fox Agency, Inc., License Agreement, dated September 10, 
2003  


CO 43 The Harry Fox Agency, Inc., License Agreement, dated September 5, 2003  


CO 44 The Harry Fox Agency, Inc., License Agreement, dated September 5, 2003  


CO 45 The Harry Fox Agency, Inc., License Agreement, dated May 19, 2003  


CO 46 The Harry Fox Agency, Inc., License Agreement, dated February 21, 2003  


CO 47 The Harry Fox Agency, Inc., Agreement, dated March 25, 2002  


CO 48 The Harry Fox Agency, Inc., License Agreement, dated November 9, 2001  


CO 49 The Harry Fox Agency, Inc., License Agreement, dated September 21, 
2001  


CO 101 Famous Music, LLC, License Agreement, dated March 31, 2006  


CO 102 Famous Music, LLC, License Agreement, dated February 1, 2006  


CO 103 The Famous Music Publishing Companies License Agreement, dated 
October 1, 2005  


CO 104 The Famous Music Corp. License Agreement, dated May 1, 2005  


CO 105 The Famous Music Publishing Companies License Agreement, dated 
February 8, 2005  


CO 106 The Famous Music Publishing Companies License Agreement, dated 
January 1, 2005  


CO 107 The Famous Music Publishing Companies License Agreement, dated 
January 1, 2005  


CO 108 The Famous Music Publishing Companies License Agreement, dated 
January 1, 2005  
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CO 109 The Famous Music Publishing Companies License Agreement, dated 
January 1, 2005  


CO 110 The Famous Music Publishing Companies License Agreement, dated 
January 1, 2005  


CO 111 The Famous Music Publishing Companies License Agreement, dated 
January 1, 2005  


CO 112 The Famous Music Publishing Companies License Agreement, dated 
January 1, 2005  


CO 113 The Famous Music Publishing Companies License Agreement, dated 
January 1, 2005  


CO 114 The Famous Music Publishing Companies License Agreement, dated 
January 1, 2005  


CO 115 The Famous Music Publishing Companies License Agreement, dated 
January 1, 2005  


CO 116 The Famous Music Publishing Companies License Agreement, dated 
January 1, 2005  


CO 117 Famous Music Corp. License Agreement, dated January 1, 2005  


CO 118 The Famous Music Publishing Companies License Agreement, dated 
January 1, 2005  


CO 119 The Famous Music Publishing Companies License Agreement, dated 
November 19, 2004  


CO 120 The Famous Music Publishing Companies License Agreement, dated 
October 1, 2004  


CO 121 Famous Music Corp. License Agreement, dated March 30, 2004  


CO 122 Famous Music Corp. License Agreement, dated September 9, 2003  


CO 123 Famous Music Corp. License Agreement, dated May 30, 2003  


CO 124 Famous Music Corp. License Agreement, dated April 5, 2003  


CO 125 Famous Music Corp. License Agreement, dated November 20, 2002  


CO 151 Peermusic III Ringtone License Agreement, dated June 1, 2006  
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CO 152 Peermusic III Ringtone License Agreement, dated March 3, 2006  


CO 153 Peermusic III Ringtone License Agreement, dated October 1, 2005  


CO 154 Peermusic Ringtone License Agreement, dated October 1, 2005  


CO 155 Peermusic III Ringtone License Agreement, dated September 30, 2005  


CO 156 Peermusic III Ringtone License Agreement, dated June 30, 2005  


CO 157 Peermusic III Ringtone License Agreement, dated May 9, 2005  


CO 158 Peermusic III Ringtone License Agreement, dated April 1, 2005  


CO 159 Peermusic III Ringtone License Agreement, dated March 17, 2005  


CO 160 Peermusic III Ringtone License Agreement, dated February 17, 2005  


CO 161 Peermusic III Ringtone License Agreement, dated February 11, 2005  


CO 162 Peermusic III Ringtone License Agreement, dated October 20, 2004  


CO 163 Peermusic III Ringtone License Agreement, dated October 1, 2004  


CO 164 Peermusic III Ringtone License Agreement, dated October 1, 2004  


CO 165 Peermusic III Ringtone License Agreement, dated October 1, 2004  


CO 166 Peermusic III Ringtone License Agreement, dated September 9, 2004 


CO 167 Peermusic III Ringtone License Agreement, dated August 26, 2004  


CO 168 Peermusic III Ringtone License Agreement, dated August 5, 2004  


CO 169 Peermusic III Ringtone License Agreement, dated June 28, 2004  


CO 170 Peermusic III Ringtone License Agreement, dated June 14, 2004  


CO 171 Peermusic III Ringtone License Agreement, dated May 25, 2004  


CO 172 Peermusic III Ringtone License Agreement, dated January 22, 2004  


CO 173 Peermusic III Ringtone License Agreement, dated January 1, 2004  


CO 174 Peermusic III Ringtone License Agreement, dated November 5, 2003  


CO 175 Peermusic III Ringtone License Agreement, dated November 5, 2003  
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CO 176 Peermusic III Ringtone License Agreement, dated September 10, 2003  
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COA 76 EMI / Napster Audio Subscription Services Agreement, dated August 31, 
2006  
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COA 77 EMI / Napster Digital Download Agreement, dated August 31, 2006  


COA 78 EMI / Napster Audio Subscription Service Agreement, dated September 20, 
2006  


COA 79 EMI / Napster Amendment No.1 to Audio Subscription Service Agreement, 
dated March 30, 2007  


COA 80 EMI/Napster Amendment to Dual Mode Digital Download Agreement, 
dated October 31, 2006  


COA 81 EMI/ RealNetworks Amendment to Agreement for Distribution & Sale of 
Audio-Only Digital Downloads, dated November 1, 2003 


COA 82 EMI / RealNetworks Streaming Audio and Conditional Download Order 
Form, dated April 1, 2005  


COA 83 EMI / RealNetworks Amendment to Streaming Audio and Conditional 
Download Agreement, dated November 14, 2006  


COA 84 EMI / RealNetworks Streaming Audio and Conditional Download Order 
Form, dated April 1, 2005  


COA 85 EMI / RealNetworks Music Marketing Digital Download Agreement Order 
Form, dated November 14, 2006  


COA 86 EMI / RealNetworks Amendment to Streaming Audio and Conditional 
Download Agreement, dated November 14, 2006 


COA 87 EMI / QTrax Ad-Supported P2P Music Service, Digital Download and 
Subscription Services Agreement, dated November 30, 2007  


COA 88 EMI / MSpot Mobile Digital Streaming Agreement, dated July 25, 2005  


COA 89 EMI / Dwarf Village Music Agreement, dated June 11, 2007  


COA 90 Sony / MusicNet Content Integration Agreement, dated November 6, 2002  


COA 91 Sony / MusicNet Digital Download Sales Agreement, November 6, 2002  


COA 92 Sony / Napster Amended and Restated Content Integration and Distribution 
Agreement, August 1, 2002  


COA 93 Sony BMG / EMI Music Publishing Letter Agreement:  Modification to 
New Digital Media Agreement, dated March 30, 2007  


COA 94 Sony BMG / Famous Music Group New Digital Media Agreement, dated 
November 1, 2004  
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COA 95 Letter Amending Sony BMG / Famous Music Group New Digital Media 
Agreement, dated November 1, 2004  


COA 96 Sony BMG / MusicNet Digital Music Download Agreement, dated October 
14, 2002  


COA 97 Letter re: Sony BMG / MusicNet Re: Hold Back Periods; Right to 
Terminate, dated November 6, 2002   


COA 98 Letter re: Sony BMG / MusicNet Re: Content Integration Agreement, Key 
Provisions, dated November 6, 2002  


COA 99 Sony BMG / MusicNet Digital Download Sales Agreement, dated 
November 6, 2002  


COA 100 Letter re: Sony BMG / MusicNet Digital Download Sales Agreement, dated 
November 6, 2002  


COA 101 Sony BMG / MusicNet Digital Download Sales Agreement, dated 
November 6, 2002  


COA 102 Sony BMG / MusicNet Amendment to July 12, 2002 Letter Agreement 
Amending April 4, 2001 Subscription Agreement, dated January 9, 2003  


COA 103 Sony BMG / MusicNet Amendment to July 12, 2002 letter Agreement 
Amending April 4, 2001 Subscription Agreement, dated January 9, 2003  


COA 104 Sony BMG / MusicNet Subscription Service Distribution Agreement, dated 
October 1, 2004  


COA 105 Sony BMG / MusicNet Modification of Oct 11, 2002 Contract, dated 
October 1, 2004  


COA 106 Letter Amending Sony BMG / MusicNet Agreement: Amendment to 
Agreement, dated November 29, 2004  
 


COA 107 Sony BMG / MusicNet Modification of April 4, 2001 Contract, dated 
November 29, 2004  


COA 108 BMG / MusicNet Digital Download Sales Agreement, dated May 11, 2005  


COA 109 Sony BMG / MusicNet Agreement: Subscription Service Distribution 
Agreement, dated May 11, 2005   


COA 110 Sony BMG / MusicNet Subscription Services Agreement, dated April 4, 
2001  
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COA 111 Sony BMG / Napster Letter Amending Content Distribution and Integration 
Agreement of Oct. 02, date illegible  


COA 112 Sony BMG / Napster Digital Music Download Agreement, dated February 
18, 2004  


COA 113 Sony BMG / Napster Dual Delivery Downloads Amendment, dated 
February 3, 2006  


COA 114 Sony BMG / Napster Re: Napster – Sony Subscription Services 
Amendment, dated April 25, 2006  


COA 115 Sony BMG / Napster Letter modifying prior agreements, dated December 
31, 2006  


COA 116 Sony BMG / Napster Letter modifying prior agreements, dated March 20, 
2007  


COA 117 Sony BMG / Napster Letter modifying prior contracts, dated March 30, 
2007  


COA 118 Sony BMG / RealNetworks Digital Music Download Agreement, dated 
September 1, 2003  


COA 119 Sony BMG / RealNetworks Second Amendment to Content Integration 
Agreement, April 1, 2005 


COA 120 Sony BMG / RealNetworks Content Integration Agreement, dated April 1, 
2005 ) 


COA 121 Sony BMG / RealNetworks Amendment No. 1 to the Content Integration 
Agreement,  dated April 1, 2006  
 


COA 122 RealNetwork Contract Ownership Form & Sony BMG / RealNetworks No. 
Amendment to the Content Integration Agreement, dated April 1, 2006  


COA 123 Sony BMG / Warner/Chappell Music New Digital Media Agreement, dated 
February 1, 2005  


COA 124 Sony BMG / Warner/Chappell Music Modification to New Digital Media 
Agreement, dated February 1, 2005  


COA 125 Sony Music / MusicNet Integration Agreement 
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COA 126 Sony Music / Duet d/b/a press,  Sony Digital Download Sales Agreement 
Amendments, dated August 1, 2002  


COA 127 Sony Music / Duet d/b/a press,  Sony Digital Download Sales Agreement 
Amendments, dated August 1, 2002  


COA 128 Sony Music / Duet d/b/a press,  Sony Digital Download Sales Agreement 
Amendments, dated August 1, 2002  


COA 129 Sony/ATV / Full Audio, Digital Music subscription Services Agreement, 
dated April 1, 2002  


COA 130 Amendment UMG / MusicNet Agreement, dated November 13, 2002  


COA 131 UMG / MusicNet Agreement for the Inclusion of Universal Sound 
Recordings in Online On Demand Subscription Services, dated November 
13, 2004  


COA 132 Letter re: UMG / MusicNet Subscription Services Agreement, dated 
November 11, 2005  


COA 133 UMG / MusicNet Agreement for UMG Recordings, dated November 13, 
2002  


COA 134 UMG / MusicNet Agreement for UMG Recordings Inc., dated November 
15, 2002  


COA 135 UMG / MusicNet Addendum Agreement for UMG Recordings, dated 
November 15, 2002  


COA 136 UMG / MusicNet Public Performance License Agreement, dated June 1, 
2004  


COA 137 UMG / MusicNet Agreement for Universal Sound Recordings, dated 
September 24, 2004  


COA 138 Letter Modification to UMG/MusicNet Agreement, dated November 13, 
2004  


COA 139 Exhibit C-2,  Universal Content Rate and Published Wholesale Prices & 
Bundling Guidelines for Permanent Downloads (chart), dated March 2006  


COA 140 UMG / MusicNow Consent Assignment and Amendment to the Agreement 
for UMG Recordings, Inc, dated March 16, 2005  


COA 141 UMG Subscription Agreement Amendment, dated August 1, 2002  
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COA 142 UMG / Duet d/b/a pressplay Download Addendum Agreement 
Amendments, dated August 1, 2002  


COA 143 UMG / Napster Agreement for the Inclusion of universal Sound Recordings 
in Over the Air Permanent Download Services, dated July 18, 2006  


COA 144 UMG / Napster Agreement for the Inclusion of Universal Sound 
Recordings in Permanent Download Services, dated January 1, 2007  


COA 145 UMG / MusicNet Amendment No. 2 to Agreement for the Inclusion of 
Universal Sound Recordings in Online On Demand Subscription Services, 
dated, November 13, 2004  


COA 146 UMG / Napster Agreement for the Inclusion of Universal Sound 
Recordings in Online, On-Demand Subscription Services, dated January 1, 
2007  


COA 147 UMG / Napster Amendment No. 1 to Agreement for the Inclusion of 
Universal Sound Recordings in Online On Demand Subscription Services, 
dated January 30, 2007  


COA 148 UMG / RealNetworks Agreement for Universal Sound Recordings, dated 
December 23, 2003  


COA 149 UMG / RealNetworks Subscription Agreement, dated July 1, 2004  


COA 150 Universal / Napster Master Services Agreement, dated May 19, 2003  


COA 151 UMG / RealNetworks Amendment No. 1 to the Subscription Agreement, 
dated October 26, 2005  


COA 152 Universal / RealNetworks Amendment No.1 to Agreement for UMG Sound 
Recordings, dated July 1, 2004  


COA 153 WMG / MusicNet Subscription Services Agreement (Amended), dated 
April 3, 2001  


COA 154 WMG / MusicNet Subscription Services Agreement, dated April 3, 2001  


COA 155 WMG / MusicNet Digital Music Download Agreement, dated July 17, 
2002  


COA 156 WMG / MusicNet Digital Music Download Agreement, dated July 18, 
2002  
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COA 157 WMG / MusicNet Letter Amending Subscription Services Agreement, 
dated August 31, 2004  


COA 158 WMG / MusicNet Subscription Service Agreement, dated January 1, 2005  


COA 159 WMG / MusicNet OTA Digital Video Download Agreement, dated 
December 15, 2006  


COA 160 WMG / Napster OTA Digital Music Download Agreement, dated July 7, 
2006  


COA 161 WMG / Napster Amendment No. 1 to Subscription Services Agreement, 
dated March 30, 2007   


COA 162 WMG / Napster Amendment No. 2 to Subscription Services Agreement, 
dated April 6, 2007  


COA 163 WMG / RealNetworks Subscription Services Agreement, dated April 22, 
2005  


COA 164 WMG / RealNetworks Re: Amendment No. 2 to Subscription Services 
Agreement, dated February 11, 2002   


COA 165 WMG / RealNetworks Digital Music Download Agreement, dated October 
10, 2002  


COA 166 WMG / RealNetworks Re: Amendment No. 1 to Digital Download 
Agreement, dated January 6, 2004  


COA 167 WMG / RealNetworks Amendment No. 2 to Subscription Services 
Agreement, dated February 26, 2004   


COA 168  WMG / RealNetworks Subscription Services Agreement, dated April 22, 
2005  


COA 169 EMI Music / FaithWest USA, Inc. Music Marketing Mobile Ringtune 
Subscription Agreement, effective date August 13, 2007  


COA 170 EMI / Verizon Wireless Ringback Tune Agreement, executed November 1, 
2005  


COA 171 EMI / Ericsson Mobile Ringback Tune Agreement, executed September 7, 
2005  


COA 172 EMI / Verizon Wireless Mobile Ringback Tune Agreement, executed 
November 1, 2005  
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COA 173 EMI Music / Thumbplay, Inc. Marketing Mobile Ringtune Agreement, 
effective date January 3, 2007  


COA 174 Sony BMG / 9 Squared, Inc. Mobile Products Agreement, dated November 
5, 2004  


COA 175 EMI Music / Buongiorno USA, Inc. Music Marketing Mobile Ringtune 
Subscription Agreement, effective date August 16, 2007  


COA 176 Sony BMG / Cellco Partnership d/b/a Verizon Wireless Ringtone 
Agreement, dated November 5, 2004  


COA 177 Sony BMG / Jamster International Ringtone Agreement, dated January 1, 
2005  


COA 178 Sony BMG/ Ericsson Ringback Tone Agreement, dated September 29, 
2005  


COA 179 Sony BMG/ Verizon Wireless Amendment No. 2 to Definite Agreement, 
dated June 26, 2006  


COA 180 Sony BMG/ Ericsson Amendment No. 1 to Ringback Tone Agreement, 
dated May 16, 2006  


COA 181 Sony/ BMG /Helio Mobile Personalization Products Sales Agreement, 
dated December 12, 2006  


COA 182 BMG/ Faith West Ringtone Agreement, dated July 22, 2004  


COA 183 Sony BMG/ Vocel Ringtone Agreement, dated August 8, 2006  


COA 184 Sony/ DVNO Ringtone Agreement, dated January 16, 2004  


COA 185 Sony/ MOVISO Ringtone Agreement, dated February 24, 2004  


COA 186 Sony/ AT&T Wireless Ringtone Agreement, dated May 6, 2004  


COA 187 Sony/ Zingys Sales Agreement, dated June 3, 2004  


COA 188 EMI/ Ericsson Renewal Amendment to Mobile Ringback Tune Agreement, 
dated October 1, 2006  


COA 189 BMG/ Faith West Master Distribution Agreement, dated November 30, 
2003  


COA 190 UMG/ Helio Ringtone and Ringbacks Agreement, dated May 19, 2006  


COA 191 UMG/ Cricket Ringback Agreement, dated June 4, 2007  


COA 192 EMI/ Infospace Ringtone Subscription Agreement, dated July 13, 2006  
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COA 193 UMG/ Ericsson Ringtone Agreement, dated June 8, 2006  


COA 194 UMG/ Verizon Wireless Amendment No. 2 to Ringtone Distribution 
Agreement, dated June 30, 2006  


COA 195 WMG/ Ericsson Ringback Tone Aggregator Agreement, dated December 1, 
2005  


COA 196 UMG/ Blue Frog Agreement, dated January 26, 2007  


COA 197 BMG/ Faith West Agreement, dated November 30, 2003  


COA 198 WMG/ Helio Ringback Tone Agreement, dated December 15, 2006  


COA 199 Sony BMG/ Zomba Enterprises New Digital Media Agreement, dated 
November 1, 2004  


COA 200 Sony/ WCM Ringtone Agreement, dated May 27, 2004  


COA 201 Sony BMG Global Digital Business Unit – U.S. Deal Parameters and 
Pricing Guidelines, dated October 10, 2004  


COA 202 Sony BMG/ EMI Agreement, dated November 1, 2004  


COA 203 Sony BMG/ WCM New Digital Media Agreement, dated February 1, 2005  


COA 204 Sony BMG/ WCM New Digital Media Agreement Modification, dated 
February 1, 2005  


COA 205 Sony BMG/ Famous Music New Digital Media Agreement, dated 
November 1, 2004  


COA 206 Sony BMG/ EMI New Digital Media Agreement, dated November 1, 2004  


COA 400 Apple/EMI Digital Music Download Agreement, dated April 7, 2003  


COA 401 Apple/EMI 1st Amendment to the Digital Music Download Agreement, 
dated April 7, 2003  


COA 402 Apple/EMI 2nd Amendment to the Digital Music Download Agreement, 
dated April 7, 2003  


COA 403 Apple/EMI 4th Amendment to the Digital Music Download Agreement, 
dated March 27, 2007  


COA 404 Apple/EMI 5th Amendment to the Digital Music Download Agreement, 
dated April 1, 2007  
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COA 405 Apple/EMI Amended and Restated 5th Amendment to the Digital Music 
Download Agreement, dated April 1, 2007  


COA 406 Apple/Sony Digital Music Download Agreement, dated June 11, 200 4  


COA 407 Apple/Sony 1st Amendment to the Digital Music Download Agreement, 
dated October 8, 2003  


COA 408 Apple/BMG Digital Music Download Agreement, dated January 1, 2003  


COA 409 Apple/BMG 3rd Amendment to the Digital Music Download Agreement, 
dated January 1, 2003  


COA 410 Apple/BMG 1st Amendment to the Digital Music Download Agreement, 
dated January 1, 2003  


COA 411 Apple/Sony Renewal & 2nd Amendment to the Digital Music Download 
Agreement, dated April 3, 2003  


COA 412 Apple/Sony Renewal & 2nd Amendment to the Digital Music Download & 
Digital Music Download Agreement, dated April 3, 2003  


COA 413 Apple/BMG 1st Amendment to the Digital Music Download Agreement, 
dated January 1, 2003  


COA 414 Apple/BMG 4th Amendment to the Digital Music Download Agreement, 
dated January 1, 2003  


COA 415 Apple/BMG Renewal & 2nd Amendment to the Digital Music Download 
Agreement, dated January 1, 2003  


COA 416 Apple/Sony Digital Music Download Agreement, dated April 3, 2003  


COA 417 Apple/Universal Sound Recordings Agreement, dated December 13, 2002  


COA 418 Apple/Universal 2nd Amendment to Universal Sound Recordings 
Agreement, dated December 13, 2002  


COA 419 Apple/Universal Sound Recordings Agreement, dated December 13, 2002  


COA 420 Apple/Universal 1st Amendment to the Amended Universal Sound 
Recordings Agreement, dated April 26, 2006  


COA 421 Apple/Universal 3rd Amendment to the Universal Sound Recordings 
Agreement, dated October 11, 2005  


COA 422 Apple/Universal 4th Amendment to the Amended Universal Sound 
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Recordings Agreement, dated April 26, 2007  


COA 423 Apple/Warner Amendment of Digital Music Download Agreement, dated 
October 11, 2005  


COA 424 Apple/Warner 1st Amendment to the Digital Music Download Agreement, 
dated November 25, 2002  


COA 425 Apple/Warner 2nd Amendment to the Digital Music Download Agreement, 
dated December 23, 2003  


COA 426 Apple/Warner 3rd Amendment to the Digital Music Download Agreement, 
dated January 27, 2004  


COA 427 Apple/Warner 4th Amendment to the Digital Music Download Agreement, 
dated February 27, 2004  


COA 428 Apple/Warner 5th Amendment to the Digital Music Download Agreement, 
dated November 25, 2002  


COA 429 Apple/Warner 6th Amendment to the Digital Music Download Agreement, 
dated November 25, 2002  


COA 430 Apple/Warner Digital Music Download Agreement, dated November 25, 
2002  


COA 431 Apple/Warner Digital Music Download Agreement, dated April 28, 2006  


COA 432 Apple/Warner Amendment to Digital Music Download  Agreement, dated 
March 1, 2007  


COA 433 Apple/Warner Letter Agreement, dated April 5, 2007  


COA 434 Apple/EMI Amended and Restated 5th Amendment to the Digital Music 
Download Agreement, dated April 1, 2007  


COA 435 Apple/EMI Digital Content Supply Agreement, dated March 28, 2006  


COA 436 Apple/EMI Extension of Digital Music Download Agreement, dated April 
25, 2006  


COA 437 Apple/Sony BMG 3rd Amendment to the Digital Music and Video 
Download Agreement, dated April 28, 2006  


COA 438 Apple/Sony Digital Music Download Agreement, dated April 3, 2003  


COA 439 Apple/Sony 1st Amendment to the Digital Music Download Agreement, 
dated October 8, 2003  
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COA 440 Apple/Sony Renewal and 2nd Amendment to the Digital Music Download 
Agreement, dated April 3, 2003  


COA 441 Apple/Sony Amendment to the Digital Music and Video Download 
Agreement, dated April 22, 2007  


COA 442 Apple/Sony BMG Amendment to the Digital Music and Video Download 
Agreement, dated May 30, 2007  


COA 443 Apple/Sony BMG Amendment to the Digital Music and Video Download 
Agreement, dated June 15, 2007  


COA 444 Apple/Sony BMG 4th Amendment to the Digital Music and Video 
Download Agreement, dated April 28, 2006  


COA 445 Apple/Sony BMG Digital Music and Video Download Agreement, dated 
April 28, 2006  


COA 446 Apple/Universal 1st Amendment to the Universal Sound Recordings 
Agreement, dated December 13, 2002  


COA 447 Apple/Universal Amendment to the Universal Sound Recordings 
Agreement, dated June 26, 2007  


COA 448 Apple/Sony BMG 2nd Amendment to the Amended Universal Sound 
Recordings Agreement, dated April 28, 2006  


COA 449 Apple/Universal Sound Recordings Agreement, dated December 13, 2002  


COA 450 Apple/Universal 4th Amendment to the Amended Universal Sound 
Recordings Agreement, dated April 28, 2006  


COA 451 Apple/Universal 2nd Amendment to the Universal Sound Recordings 
Agreement, dated December 13, 2002  


COA 452 Apple/Universal Sound Recordings Agreement, dated December 13, 2002  


COA 453 Apple/Warner Digital Music Download Agreement, dated November 25, 
2002  


COA 454 Apple/Warner Digital Music Download Agreement, dated April 28, 2006  


COA 455 Apple/Warner Amendment to Digital Music Download Agreement, dated 
March 1, 2007  


COA 456 Apple/Downtown Records Free Single of the Week Agreement, dated 
December 18, 2006  







 34 


COA 457 Apple/Atlantic Records Free Single of the Week Agreement, dated January 
19, 2006  


COA 458 Apple/Warner Free Single of the Week Agreement, dated March 6, 2007  


 
 


Other Data 
Data on licensing income from six publishers 
Data on songwriter licensing royalties from two publishers 
Licensing data from the Harry Fox Agency 
Data from two publishers on prices paid under mastertone agreements during a quarter in 
2006 
RealNetworks Top Tracks data (DIMA_2006-3_CRB_DPRA046456-47348; 
DIMA_2006-3_CRB_DPRA047349-48721; DIMA_2006-3_CRB_DPRA048722-50092; 
DIMA_2006-3_CRB_DPRA050093-51461; DIMA_2006-3_CRB_DPRA051642-53517; 
DIMA_2006-3_CRB_DPRA053518-54894; DIMA_2006-3_CRB_DPRA054895-56275) 
 












EXHIBIT COA 0303 







5
 Y


ea
r 


R
lA


A
 M


id
ye


ar
 S


ta
ti


st
ic


s 
R


ec
or


di
ng


 In
du


st
ry


 A
ss


oc
ia


tio
n 


of
 A


m
en


ca
, I


nc
. (
20
2)
 77


51
31


01
 


J
a
n


u
a
ry


J
u


m
 1


9
9
s
 to


 J
a


~
u


m
y


.r
lu


rt
e


 19
9
9
 


M
an


uf
ac


tu
re


rs
' U


ni
t S


hi
pm


en
to


 in
 M


~t
iio


ns
 (N


et
 A


fte
r 


R
el


ur
ns


) 
D


ol
la


r V
al


ue
 in


 M
ili


on
s 


(S
ug


ge
st


ed
 L


is
t P


ric
e)


 


C
D
 


C
%


S
W


b
 


M
n


y
l 
L


P
lE


P
 


I
 


C
D


S
In


g
le


 I 
5
.9


 
, 


JC
),O


 , 
1B


.O
. 


, 
8


4
.1


 
, 


30
.6
 


I 
1
2
8
.6


 
, 


3
4
.2


 
, 


1
2
9


,Q
 1 


P9
.6
 
I 


1
2
0
.4


 
, -


1
2
.8


%
 


; 
-6


.7
%


 


3
1
1
.
8
 


1
2
6
.5


 


1
.0


 


3
.8


8
5
.7


 


1
,0


3
7
.4


 


1
0
.0


 


3
8
6
.9


 


10
1.


9 


1
.2


 


4,
31


3.
6 


8
8


8
.0


 


1
4
.3


 


3
3
1
.0


 


7
4


.6
 


1
.4


 


4
,2


1
4


.8
 


6
5


3
.6


 


1
8


.9
 


3
7
0
.e


 


6
8
.8


 


1
0


6
 


4
,8


7
7
.5


 


6
1
6
.4


 


1
6
.0


 


38
8.
2 


S
.l


J
1


.P
 


68
.3
 


4
0


2
.0


 


6
.9


%
 


-1
7
.9


4
6
 


-7
.9


%
 


4
.4


 


6
.0


%
 


-2
1
.8


%
 


-1
2
.8


%
 


1
4
.0


 







- 
Cr) 


C 


0 
0 


in" 
(Y 


lY E 
W .o = 
3 E 
I- c 
u =  
2 
3 
Z 


2 







20
04


 R
iA


A
 M


id
-y


ea
r S


ta
tis


tic
s 


P
ho


ne
: 2


02
l7


75
01


01
 


M
A


N
U


FA
C


TU
R


E
R


S
' U


N
IT


 S
H


IP
M


E
N


T
S


 A
N


D
 D


O
LL


A
R


 V
A


LU
E


 
(In


 m
ill


io
ns


 a
t s


ug
ge


st
ed


 re
ta


il l
is


t p
ric


e.
 n


et
 a


fte
r r


et
ur


ns
) 







20
05


 R
lA


A
 M


id
-y


ea
r S


ta
ti


st
ic


s 
P


h
o


n
e


: 
20


21
77


5-
01


01
 


M
A


N
U


F
A


C
T


U
R


E
R


S
' U


N
IT


 S
H


IP
M


E
N


T
S


 A
N


D
 D


O
L


L
A


R
 V


A
L


U
E


 
(I


n
 m


ill
io


n
s 


at
 s


u
g


g
e


st
e


d
 r


e
ta


il 
lis


t p
ri
ce


, 
n


e
t a


fl
e


r 
re


tu
rn


s)
 


S
ix


 M
o


n
th


s 
E


n
d


ed
 J


u
n


e 
30


 
20


05
 


20
04


 
P


er
ce


n
t C


h
an


g
e 


U
n


its
 to


 
D


o
lla


rs
 to


 
T


o
ta


l 
T


o
ta


l 
U


n
its


 to
 


D
o


lla
rs


 to
 


T
o


ta
l 


T
o


ta
l 


R
e
ta


il 
R


e
ta


il 
T


o
ta


l 
T


o
ta


l 
F


o
rm


a
t 


R
e
ta


il 
R


e
ta


il 
U


n
its


 
D


o
lla


rs
 


R
e


ta
il 


R
e


ta
il 


U
n


its
 


D
o


ll
a


n
 


U
n


it
s 


D
o


lla
is


 
U


n
its


 
D


o
lla


is
 


C
D


' 
25


7.
9 


$4
,1


89
.3


 
30


7.
7 


$4
.4


86
.3


 
27


0.
2 


$4
.4


29
.9


 
32


9.
0 


$4
,7


78
.7


 
-4


.6
%


 
-5


.4
%


 
-6


.5
%


 
-6


.1
%


 


C
as


se
tte


 
0.


7 
$4


.4
 


1.
2 


$5
.7


 
2.


1 
$1


0.
7 


3.
0 


$1
3.


2 
-6


8.
1%


 
-5


8.
4%


 
-6


2.
2%


 
-5


7.
1%


 


V
in


yl
 L


P
lE


P
 


0.
5 


$7
.4


 
0.


6 
$8


.0
 


0.
6 


$9
.0


 
0.


7 
$9


.3
 


-1
6.


7%
 


-1
 7.


8%
 


-3
.8


%
 


-1
 3.


6%
 


C
D


 S
in


gl
e 


2.
0 


$7
.3


 
2.


0 
$7


.3
 


2.
6 


$1
1.


6 
2.


6 
$1


1.
6 


-2
3.


8%
 


-3
7.


0%
 


-2
3.


8%
 


-3
7.


0%
 


V
in


yl
 S


in
gl


e 
1.


4 
$7


.7
 


1.
4 


$7
.7


 
1.


9 
$1


0.
9 


1.
9 


$1
0.


9 
-3


0.
4%


 
-2


9.
1%


 
-3


0.
4%


 
-2


9.
1%


 


M
us


ic
 V


id
eo


 
4.


3 
$4


6.
8 


4.
7 


$5
0.


0 
0.


5 
$7


.8
 


0.
8 


$1
0.


8 
72


0.
9%


 
49


8.
2%


 
45


7.
9%


 
36


2.
0%


 


D
V


D
 V


td
eo


 
11


.6
 


$2
13


.9
 


11
.6


 
$2


13
.9


 
11


.2
 


$2
08


.3
 


11
.2


 
52


06
.3


 
3.


3%
 


3.
7%


 
3.


3%
 


3.
7%


 


D
VD


 A
ud


io
 


0.
1 


$1
.7


 
0.


1 
$1


.7
 


0.
3 


$4
.8


 
0.


3 
$4


.8
 


-6
3.


7%
 


-6
4.


2%
 


-6
3.


7%
 


-6
4.


2%
 


T
ot


al
 ~


lb
u


m
s


' 
27


5.
3 


$4
,4


69
.1


 
32


6.
1 


t4
.7


71
 .
I 


28
5.


3 
$4


,6
75


.2
 


34
5.


4 
55


,0
29


.7
 


-3
.5


%
 


-4
.4


%
 


-5
.6


%
 


-5
.1


%
 


T
ot


al
 s


in
gl


es
' 


3.
3 


$1
5.


1 
3.


3 
$1


5.
1 


4.
5 


$2
2.


5 
4.


5 
$2


2.
5 


-2
6.


7%
 


-3
3.


2%
 


-2
6.


7%
 


-3
3.


2%
 


T
ot


al
 P


hy
si


ca
l 


27
8.


6 
$4


,4
84


.2
 


32
9.


4 
t4


,7
86


.2
 


28
9.


8 
$4


,6
97


.7
 


34
9.


9 
$5


,0
52


.3
 


-3
.8


%
 


-4
.5


%
 


-5
.8


%
 


-5
.3


%
 


D
ig


ila
l s


in
gl


e4
 


14
8.


7 
$1


47
.3


 
14


8.
7 


$1
47


.3
 


58
.6


 
$5


8.
1 


58
.6


 
$5


8.
1 


15
3.


6%
 


15
3.


6%
 


15
3.


6%
 


15
3.


6%
 


D
ig


ita
l A


lb
um


 
5.


1 
$5


0.
6 


5.
1 


$5
0.


6 
1.


5 
$1


5.
2 


1.
5 


$1
5.


2 
23


1.
7%


 
23


1.
7%


 
23


1.
7%


 
23


1.
7%


 


T
ot


al
 D


ig
ita


l 
15


3.
8 


$1
97


.8
 


15
3.


8 
$1


97
.8


 
60


.2
 


$7
3.


3 
60


.2
 


$7
3.


3 
15


5.
6%


 
16


9.
9%


 
16


5.
6%


 
16


9.
9%


 


' In
cl


ud
es


 D
ua


lD
is


c 
'~


n
cl


u
d


es
 C
D


. C
as


se
tt


e,
 V


in
yl


L
P


E
P


, M
us


ic
 m


a
.


 S
A


W
. 


D
V


D
 ~


d
e


o
, an


dD
V


D
A


ud
io


 
'in


clu
de


s C
D


 S
in


gl
e 


an
d 


Vl
ny


l S
in


gl
e 


D
ig


ita
l S


a
k


s
 B


as
ed


 O
n 


Es
tim


at
ed


 C
un


en
t R


et
ai


l P
ric


es
 o


f $
0.


99
 pe


r 
Si


ng
le


 A
nd


 9
9.


99
 p


er
 A


lh
rm


 







20
06


 R
lA


A
 M


id
-y


ea
r S


ta
tis


tic
s 


P
h


o
n


e
: 
20
2n
75
-0
10
1 


M
A


N
U


FA
C


TU
R


E
R


S
' U


N
IT


 S
H


IP
M


E
N


TS
 A


N
D


 D
O


LL
A


R
 V


A
LU


E
 


(I
n


 m
ill


io
n


s 
at


 s
u


g
g


es
te


d
 r


et
ai


l l
is


t p
ric


e,
 n


et
 a


ft
er


 r
et


u
rn


s)
 


S
ix


 M
on


th
s 


E
nd


ed
 J


un
e 


30
 


20
06


 
20


05
 


P
er


ce
nt


 C
ha


ng
e 


U
n


it
s 


to
 


D
o


lla
rs


 to
 


T
o


ta
l 


T
o


ta
l 


U
n


it
s 


to
 


D
o


lla
rs


 to
 


T
o


ta
l 


T
o


ta
l 


R
et


ai
l 


R
et


al
l 


T
o


ta
l 


T
o


ta
l 


P
h


ys
lc


al
 


R
et


ai
l 


R
et


ai
l 


~
n


it
s


' 
D


o
lla


rs
 


R
et


ai
l 


R
et


ai
l 


U
n


it
s 


D
o


lla
rs


 
U


n
it


s 
D


o
lla


rs
 


U
n


lt
s 


D
o


lla
rs


 


C
D


' 
22
0.
9 


53
,5
59
.2
 


2
6
4
.
8
 


$3
,8
59
.8
 


25
7.
9 


$
4
,
1
8
9
.
3
 


30
7.
7 


$4
,4
86
.3
 


-1
4.
3%
 


-1
5.
0%
 


-1
3.
9%
 


-
1
4
.
0
%
 


Vi
ny


l S
in


gl
e 


0.
9 


$5
.1
 


0
.
9
 


$5
.1
 


1.
4 


$7
.7
 


1.
4 


$7
.7
 


36
.2
% 


-3
3.
7%
 


-3
6.
2%
 


-3
3.
7%
 


M
U


S
IC


 Vi
de


o 
0.
3 


$4
.9
 


0.
6 


$6
.1
 


4.
3 


$4
6.
8 


4.
7 


55
0.
0 


-9
2.
6%
 


-8
9.
5%
 


-8
8.
2%
 


-8
7.
8%
 


SA
C


D
 


0.
1 


$3
.1
 


0.
1 


$3
.1
 


0.
3 


$5
.6
 


0.
3 


$
5
.
6
 


-4
4.
6%
 


-4
4.
3%
 


-4
4.
6%
 


4
4
.
3
%
 


D
VD


 V
id


eo
 


9.
2 


$1
78
.1
 


0.
2 


11
78
.1
 


11
.6
 


$2
13
.9
 


11
.6
 


$2
13
.9
 


-2
0.
7%
 


-1
6.
7%
 


-2
0.
7%
 


-1
6.
7%
 


D
VD


 A
ud


lo
 


0.
1 


$ 
1.
4 


0.
1 


51
.4
 


0.
1 


$1
.7
 


0.
1 


$1
.7
 


-3
5.
1%
 


-1
7.
0%
 


-3
5.
1%
 


-1
7.
0%
 


 th
e?


 
1.
8 


$1
1.
8 


2.
0 


$1
2.
4 


3.
1 


$1
9.
2 


3.
7 


$2
1.
0 


-4
2.
4%
 


-3
9.
6%
 


-4
7.
2%
 


41
.0
56
 


To
ta


l ~
lb


u
m


s
' 


23
1.
2 


13
,7
53
.5
 


27
5.
5 


' 
14
,0
56
.1
 


27
5.
3 


14
.4
69
.1
 


32
6.
1 


$4
,7
71
.1
 


-1
6.
0%
 


-1
6.
0%
 


-1
5.
5%
 


-1
5.
O9
A 


To
ta


l S
in


gl
es


4 
2.
0 


19
.9
 


2.
0 


$9
.9
 


3.
3 


11
5.
1 


3.3
 


11
5.
1 


-3
8.
4%
 


-3
4.
5%
 


-3
8.
4%
 


-3
4.
5%
 


To
ta


l P
hy


si
ca


l 
23
3.
2 


13
.7
63
.4
 


27
7.
6 


14
,0
66
.0
 


27
6.
6 


$4
,4
84
.2
 


32
9.
4 


$4
.7
66
.2
 


-1
6.
3%
 


-1
6.
1%
 


45
.7
% 


-1
5.
0%
 


D
ig


it
al


 


D
ig


ita
l s


in
gl


e'
 


28
6.
3 


$2
83
.4
 


28
6.
3 


$2
83
.4
 


16
7.
1 


$1
65
.4
 


16
7.
1 


$1
65
.4
 


71
.3
% 


71
.3
46
 


71
.3
% 


71
.3
% 


D
ig


ita
l A


lb
um


 
12
.3
 


$1
22
.7
 


12
.3
 


51
22
.7
 


5.
8 


$5
7.
9 


5
.
8
 


15
7.
9 


11
2.
0%
 


11
2.
0%
 


1
1
2
0
%
 


1
1
2
0
%
 


K
~o


sk
 


0.
6 


$0
.8
 


0.
6 


$0
.8
 


0.
2 


$0
.3
 


0.
2 


$0
.3
 


14
8.
4%
 


15
5.
2%
 


14
8.
4%
 


15
5.
2%
 


D
ig


ita
l M


us
ic


 V
id


eo
 


5.
2 


$1
0.
3 


5.
2 


$1
0.
3 


-
 


-
 


-
 


-
 


-
 


-
 


- 
-
 


To
ta


l D
lg


lta
l 


30
4.
3 


$4
17
.2
 


30
4.
3 


14
17
.2
 


17
3.
1 


$2
23
.6
 


17
3.
1 


$2
23
.6
 


75
.8
% 


66
.6
% 


75
.6
% 


86
.6
% 


S
u


b
sc


ri
p


ti
o


n
' 


1.
9 


$9
6.
1 


1.
9 


$9
6.
1 


1.
3 


$6
4.
8 


1.
3 


$6
4.
8 


45
.1
% 


48
.3
% 


45
.1
% 


48
.3
% 


T
o


ta
l D


ig
it


al
 8


 


To
fa


1 u
ni


k 
in


cl
ud


es
 s


hl
pm


en
fs


 to
 ra


ta
il,


 d
ire


ct
, a


nd
 s


pe
da


l r
n


ah
ek


 
In


cl
ud


es
 D


ua
iD


fs
c 


' In
cl


ud
es


 C
as


se
lle


. 
V


in
yl


L
P


E
P


, e
nd


 C
D


 S
ln


gl
e 


' In
cl


ud
es


 C
D


, C
as


se
tt


e.
 V


in
yl


L
P


E
P


, M
us


ic
 V


ld
eo


, S
A


C
D


. D
V


D
 V


id
eq


 a
nd


 D
V


D
 A


ud
io


 
' In


cl
ud


es
 C


D
 S


in
gl


e 
an


d 
V


in
yl


S
ln


gl
e 


D
ig


%
al


S
ah


s 
B


as
ed


 O
n 


E
st


lm
al


ed
 C


ur
re


nl
R


et
ai


l 
P


~
c


e
s


 o
ff


0
.9


9
 p


e
r~


in
g


ie
 ~


n
d


 
$9


.9
9 


pe
r 


~
ib


u
m


 
~


n
c


lu
d


e
s


 M
es


le
rR


in
gh


ne
s.


 R
ln


gb
ac


kq
 M


us
k 


V
ld


eo
s.


 F
ul


lL
en


@
 


D
om


rl
oa


dr
 a


nd
 0


10
er


M
o


b
L


 


S
ub


su
ip


lio
n 


un
its


 In
di


ca
te


s 
av


er
ag


e 
nu


m
be


ro
fs


ub
sc


ri
be


rs
 


U
n


ik
 d


o 
no


t l
n


tu
d


e 
su


bs
cr


ip
tio


ns
. N


ot
e 


20
05


 fi
gu


re
s 


up
da


te
d 


fo
r i


nc
lu


si
on


 o
f n


ew
 fo


rm
al


s 








 


 
 


Before the 
COPYRIGHT ROYALTY JUDGES 


LIBRARY OF CONGRESS 
Washington, D.C. 


 
In the Matter of 
 
Mechanical and Digital Phonorecord Delivery Rate 
Adjustment Proceeding 
 


 
 


Docket No. 2006-3 CRB DPRA 


AMENDED EXPERT REPORT OF HELEN MURPHY 
ON BEHALF OF 


NATIONAL MUSIC PUBLISHERS’ ASSOCIATION, INC., 
THE SONGWRITERS GUILD OF AMERICA AND 


THE NASHVILLE SONGWRITERS ASSOCIATION INTERNATIONAL 


I. Introduction 


A. Relevant Work Experience and Academic Credentials 


1. Since 2004, I have been President of International Media Services Inc. 


(IMS), a New York based strategic advisory and financial services firm.  Among other 


engagements, IMS has represented a number of independent music companies and private 


equity firms in assessing as acquisition candidates small and large music publishers.  IMS also 


has been retained to restructure the operations of recorded music companies and music 


publishers. 


2. From March 2001 to June 2004, I served as the Executive Vice 


President and Chief Financial Officer of the Warner Music Group.  Warner Music Group was 


a division of Time Warner and was one of the world’s largest recorded music companies.  In 


the capacity of EVP and CFO, I was responsible for worldwide finance, business 


development, information technology, human resources, shared services (including 


manufacturing and distribution) and real estate.   
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3. From September 1999 to March 2001, I was Chief Financial and 


Administrative Officer for Martha Stewart Living Omnimedia Inc.  I also served on the Board 


of Cinram, which is one of the world’s largest independent manufacturers and distributors of 


recorded music and DVDs.  Prior to that, I was Chief Financial Officer of Westvaco 


Corporation from January 1999 to September 1999. 


4. From January 1990 to January 1999, I spent nine years in various senior 


financial positions at PolyGram, which was one of the largest recorded music companies 


worldwide and the leader outside of the United States.  I was Chief Financial Officer of 


PolyGram Holding, Inc. from 1997-1999.  From 1995-1997, I was Worldwide Senior Vice 


President of Investor Relations and U.S. Senior Vice President of Mergers and Acquisitions.  


From 1992-1995, I held the position of Senior Vice President, Corporate Finance and 


Treasurer.  From 1990-1992, I held the positions of Vice President of Investor Relations and 


Treasurer. 


5. I received a Masters in Business Administration from the University of 


Western Ontario, Canada and an Honors BA in Economics from the University of Guelph, 


Ontario, Canada.  I am a Chartered Financial Analyst (CFA).  My curriculum vitae is attached 


as Exhibit 1 to this report.  


B. Materials Relied Upon for this Report  


6. In preparing this report, I relied upon my education and my experience 


in the area of recorded music.  Lists of the documents I considered and relied upon in 


connection with my initial and amended reports are attached as Exhibits 2 and 1A, 


respectively, and such documents can be found at CO 0901 to CO 0971, COA 900 to COA 


1236, and COA 700 to COA 738, which are incorporated herein.  The publicly available 


materials I reviewed include: 
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• International Federation of Phonographic Industry (IFPI) Reports 


• Recording Industry Association of America, Inc. (“RIAA”) reports and 
statistics 


• Industry Reports 


• Recorded Music Company Annual and Quarterly Reports 


• Recorded Music Company Investor Presentations  


• Analyst Reports 


• Press releases and news articles 


7. Since the submission of my initial report, I have reviewed documents 


produced in discovery on behalf of U.S recorded music companies, including but not limited 


to historical financial statements of U.S. recorded music companies, internal presentations, 


forecasts and projections, cost data and pricing information.1  Nothing that I have reviewed 


since the submission of my initial report has caused me to modify the central conclusions I 


made in my initial report, including my forecast of continued growth in revenues and profits 


for U.S. major recorded music companies during the next five years. 


8. I am being compensated at a rate of $500 per hour. 


II. Issues Addressed in this Report 


9. I have been retained to submit this report on behalf of the National 


Music Publishers’ Association, Inc. (“NMPA”), the Songwriters Guild of America (“SGA”), 


and the Nashville Songwriters Association International (“NSAI”) (collectively, the 


“Copyright Owners”).  Specifically, I have been requested by the Copyright Owners to 
                                                
1  It is my understanding that, in amending my report, I am limited to the consideration of 


materials that were received by the Copyright Owners in discovery.  Accordingly, I have 
amended my report on the basis of those materials.  I am aware that additional public 
information has become available since my initial report and will likely become available in 
the future, and I reserve the right to modify my testimony based on such information. 
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provide my opinion as to the historical, current and anticipated future financial state of the 


recorded music industry. 


10. My report is based on publicly available information reviewed in 


connection with my initial report, documents provided to the Copyright Owners in discovery, 


and my knowledge and experience gained from being involved with the recorded music 


industry for over twenty years.  I understand that the Copyright Owners requested but have not 


yet received additional financial information and projections concerning the major recorded 


music companies and the recorded music industry that may be relevant to my report.  As a 


result, I specifically reserve the right to modify any of my conclusions herein once I have 


received and reviewed such additional information. 


III. Summary of Conclusions 


11. Historically, the recorded music industry has undergone cyclical growth 


and profitability.  The annual value of global music sales (in total and by format) is shown at 


the end of this report in Exhibit 3.  Technical innovation has generally led to periods of growth 


as new formats for the delivery of recorded music have fueled sales and created new demand 


for music.  For example, the recorded music industry enjoyed a long period of prosperity from 


the mid-1980s through the late 1990s as the delivery format shifted from albums and cassettes 


to compact discs (“CDs”).  Exhibit 4, which was derived from a public source, shows the 


growth of the total U.S. recorded music market in dollars along with the growth in CD unit 


sales for the time period 1976-2003.  Exhibit 2A2 charts the U.S. record industry’s wholesale 


                                                
2  Exhibits 2A-11A, which are attached at the end of my report, can also be found at COA 739. 
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revenues for the time period 1991-2005 and the revenues by format from 1973-2005, and is 


based on documents received from the RIAA in discovery.3 


12. That period of growth abated at the very end of the 1990s as new digital 


technologies permitted music to be shared over the Internet through peer-to-peer and other 


services.  As the recorded music industry struggled to find outlets for the lawful digital 


distribution of recorded music, sales and profitability waned.  As documents received in 


discovery confirm, and as discussed in detail below, profitability was further impacted by the 


billions spent by the recorded music companies in restructuring costs/write-offs as they sought 


to adapt their business to the new digital environment.4 


13. By 2005, the growing acceptance and success of lawful digital 


distribution of music — as well as the completion of the restructurings — have reversed the 


decline of profitability of the past few years.  Across the recorded music industry, profitability 


margins are on the rise.  These improved margins are driven by several factors, particularly the 


fact that recorded music companies enjoy higher margins of profitability on digital sales than 


on the sale of physical product as well as by cost savings due to restructuring in recent years.5  


                                                
3  In my initial report, I relied on publicly available data, much of which was expressed on a 


global basis, and thus my report cited to worldwide figures when U.S. data was unavailable.  
I have now received documents produced in discovery by the RIAA, which have allowed me 
to supplement my report with additional U.S. data provided by the RIAA and the U.S. major 
record companies.  


4  Universal Music Group, Universal Music Group in 2003 and Today, May 2006, RIAA 
018066-018088 (“Universal 2006 Presentation”), at RIAA 018074-018075, attached as 
Exhibit COA 700. 


5  Goldman Sachs: Warner Music Group DQ05 First Take-Thesis in-Tact as Digital is 
Replacing Physical and Mix is Increasing Margins, February 14, 2006, page 1.  Soleil Media 
Metrics: Warner Music Group Research Report, September 29, 2006, page 4.  Deutsche 
Bank: EMI Report, April 4, 2005 pages 1 and 24. 
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14. Using the summary data underlying the report of the RIAA’s expert 


witness Linda McLaughlin, which was produced in discovery, I calculated the combined total 


revenues,6 operating profits and operating margins of the U.S. recorded music majors.  See 


Exhibit 3A.  My calculations reveal that these companies experienced improved overall 


operating profitability from $354 million in 2001 to $740 million in 2005, and that their 


operating margins have increased from 6.1% to 12.2% during the same period.  I have also 


reviewed the core financial documents produced on behalf of these companies in discovery 


and I prepared detailed summaries of several of these documents for each major record 


company.  See Exhibit 4A.   The major record companies account for various revenues and 


costs in different ways, and, unlike Ms. McLaughlin, I did not have the opportunity to obtain 


information from these companies that is necessary to standardize accurately the information 


that they each provided, and then to aggregate the information to generate a single, consistent 


set of industry-wide data.  Nevertheless, the results of my analyses are generally consistent 


with the growing profitability and margins evident from Ms. McLaughlin’s data. 


15. Most publicly available sources forecast continued increases in 


profitability for the recorded music majors over the next three to five years, particularly as the 


proportion of digital sales continues to grow.7 


                                                
6  To calculate total revenues, I added net sales revenues and net license income.  Total 


revenues, defined in this manner, is a commonly used and relied upon measure of record 
company revenues by Wall Street analysts. 


7  Among the many Wall Street research reports making such predictions are: Deutsche Bank: 
Warner Music Group, September 22, 2006, page 7; Lehman Brothers: Warner Music Group, 
October 18, 2006, page 7; EMI, May 24, 2006, page 6; Morgan Stanley: EMI, November 9, 
2006, page 20; Warner Music Group, May 17, 2006, page 20; Goldman Sachs: Warner 
Music Group, July 16, 2006, page 5; Merrill Lynch: Warner Music Group, July 27, 2006, 
page 2; EMI, April 26, 2006, page 6. Citibank: EMI, January 25, 2006, page 9; Bank of 
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16. Although I did not receive long-range profitability forecasts for each of 


the U.S. recorded music majors, I nevertheless reviewed the limited forecast information that 


was produced in discovery on behalf of Warner Music Group (“Warner”), Sony BMG Music 


Entertainment (“Sony BMG”) and EMI Music (“EMI”), and it is generally consistent with the 


publicly available sources.8  Specifically, the profitability forecasts I received, which were for 


Sony BMG worldwide, project a -1.5% decline in revenue from $3.865 billion in 2008 to 


$3.808 billion for 2009 but a pretax income increase of 12.1% (from $329.8 to $369.8 


million).9  Sony BMG also expects net income to increase from $180 million in 2007 to $211 


million in 2008 and $246 million in 2009, which reflects increases of 17.2% and 16.6% 


respectively.10  I also received revenue forecasts from Warner and EMI.  Warner projects 


recorded music revenues to grow at a compound annual growth rate of 4.9% over the 2006-


2010 period.11  EMI forecasts a return to worldwide revenue growth in 2010 of 1% per annum 


through 2011.12  Historically, revenue growth has generally been accompanied by profitability 


growth. 


                                                                                                                                                       
America: Warner Music Group, July 27, 2006, page 5. Collins Stewart: EMI, May 17, 2006 
pages 3 and 9; Pali Research: Warner Music Group, March 2, 2006, page 11. 


8  I understand that the Copyright Owners have not received comprehensive forecast 
information for each of the major record companies.  Based on my experience, forecasts of 
revenue and profitability for the next five years are prepared regularly by record companies 
for internal purposes, and I hope to receive additional forecast documents from the recorded 
music companies during this proceeding. 


9  RIAA 014988-014991, at 014988, 014991, attached as Exhibit COA 701. 


10  RIAA 014988-014991, at RIAA 014991, attached as Exhibit COA 701. 


11  WMG 5-Year Digital Revenue Forecast, RIAA 039183-039273, at RIAA 039185, attached 
as Exhibit COA 702. 


12  RIAA 007182, attached as Exhibit COA 703.  See also EMI Operating Board, Strategies for 
Growth at EMI Music – and the Associated Organizational Changes, May 16, 2005, RIAA 
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17. Documents produced by record companies in discovery also confirm 


that they have begun to exploit additional sources of revenue.  Most major recorded music 


companies have changed their business models and product mix.  They have evolved from 


selling primarily physical product and licensing film and TV to selling physical and digital 


product, and new services such as subscription, satellite radio and internet radio, mobile, 


videos, ad-supported audio, podcasts and artist partnerships.13  I expect that the record 


companies’ ability to exploit these new revenue streams will further bolster their financial 


performance. 


IV. Industry Historical Performance  


18. The music business is comprised of two separate businesses: recorded 


music and music publishing.  In simple terms, recorded music is the business of selling, 


marketing, and licensing recorded music in both physical and digital formats.  Music 


publishing, among other things, retains ownership and acquires rights to musical compositions 


and generates revenue through royalties when a recording of a composition is sold or licensed, 


when a song is performed publicly, or when a song’s sheet music is sold.   


19. Recorded music companies have historically depended on growth of 


their market share (achieved through both organic growth and acquisition) to increase their 


profitability.  Over many decades, as new formats have been introduced, recorded music 


companies have been able to command higher prices on the latest formats and have been able 


                                                                                                                                                       
002923-002988 (“EMI 2005 Presentation”), at RIAA 002925 (citing a 2004 forecast for 
industry total revenue growth of 5% compounded through 2009), attached as Exhibit COA 
704. 


13  See, e.g., Universal 2006 Presentation, at RIAA 018080, attached as Exhibit 700. 
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to decrease the costs of manufacturing those formats over time as economies of scale 


improved.  This has led to higher profitability for the recorded music majors.14 


20. Since 1969, the worldwide recorded music industry has experienced 


two periods of rapid growth.  Each phase of rapid growth (followed by a brief downturn) was 


driven by a new format and new technology.  The U.S. experience was similar. 


21. The first growth phase, between 1969 and 1979,15 resulted in a 


compound annual sales growth rate of 18% worldwide.16  This growth was driven by the 


introduction and rapid penetration of the cassette player, which allowed full portability of 


music for the first time.  It was also a period where the majors expanded their operations 


globally and expanded their music manufacturing and distribution operations.   


22. In the early 1980s, the recorded music industry experienced a period of 


contraction for two reasons:  first, the industry encountered a period of economic recession; 


second, a new technology was introduced that facilitated piracy in the form of copying music 


on cassettes.17  As a result of these events, there was an annual rate of decline in worldwide 


sales of 4.1% between 1980 and 1984.18  


                                                
14  Source: PolyGram 1987 annual report, page 7.  


15  RIAA U.S. shipment data indicates that the period of growth in the U.S. ended in 1978.  See 
RIAA 015271-015331, at 015284, 015296, attached as Exhibit COA 705. 


16  Source: Soleil Media Metrics Research Report, Music Industry Review, May 31, 2005 page 
10. 


17  For example, in PolyGram’s 1980 Annual Report, the company attributed its decline in 
profitability to “worldwide economic recession, rising costs and growing piracy and home 
taping on the music market, the mainstay of our business.”  The PolyGram report goes on to 
note that such cyclical downturns have “been seen before in the music business, and 
PolyGram’s own development confirms this, that a slackening in growth, such as currently 
being experienced, does not materially affect the ultimate upward pattern” and that further 
upward growth is likely to result from technological innovation: “The new breed of portable, 
miniaturized tape players is already adding another dimension to listening habits. 
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23. Following this brief period of decline, the industry enjoyed a long 


period of prosperity.  From the mid-1980’s to the mid-1990’s, the industry converted from the 


LP and cassette to the digital CD, which had a number of advantages, including superior 


sound quality.  The replacement of music owned by consumers on older formats with music 


on CD spurred higher sales.  The compound annual growth rate of the recorded music industry 


in this period was approximately 15% worldwide; recorded music companies also enjoyed 


strong growth.19 


V. The Emergence of the Internet Music Age 


24. In the mid-1990s, the Internet began to emerge as a new technology for 


the delivery of recorded music to the consumer.  The major recorded music companies20 knew 


that the digital revolution was quickly becoming a reality, yet very little was done strategically 


to prepare for the shift.21  The majors struggled with the emerging technology for delivering 


music because they recognized that it required a completely different business model.  


                                                                                                                                                       
Videocassettes and videodiscs, high quality digital recordings, and the advanced Compact 
Disc, will all be major influences on the way people receive music in the future.”  Source: 
PolyGram Annual Report 1980/1981, pages 4 and 6. 


18  Source: Soleil Media Metrics Research Report, Music Industry Review, May 31, 2005, 
page 11.  In the U.S., the corresponding period of decline was from 1978-1982, during which 
time the industry declined by 12.2%, for an average decline of -3.1% per annum.  See RIAA 
015284, 015296, attached as Exhibit COA 705. 


19  Source: Soleil Media Metrics Research Report, Music Industry Review, May 31, 2005 page 
10.  Again, the U.S. experience was similar.  The U.S. recorded music industry grew from 
$4.3 billion in 1984 to $12.3 billion in 1996.  See RIAA 015421, attached as Exhibit COA 
706. 


20  In the mid 1990s there were six recorded music majors:  Warner, Universal, EMI, Sony, 
BMG and PolyGram. With the acquisition of PolyGram by Universal in 1998 and the joint 
venture formed between Sony and BMG in 2003, there are now four. 


21  Citigroup: Piracy in the Entertainment Industry, November 21, 2003 pages 32, 35 and 43. 
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Moreover, Internet delivery of music, which does not involve physical product, represented a 


new challenge for recorded music companies, which had always been in the business of 


selling, marketing, manufacturing and distributing physical product. 


25. The recorded music companies were slow to embrace the online digital 


format and very reluctant to expand distribution of music beyond physical retailers.22  There 


were three primary reasons for this: 


(a) The majors had invested hundreds of millions of dollars in physical 


manufacturing and distribution assets and did not want to accelerate their obsolescence, which 


would cause a major write-down in the asset values on their books.  To the contrary, they 


continued to invest heavily in physical manufacturing and distribution into the early part of 


this decade.23 


(b) The recorded music companies did not want to compete with 


music retailers who were selling their physical product.  The retailers, which had significant 


investments in physical infrastructure, viewed the digital delivery of music as a threat to their 
                                                
22  David Weinberg, Universal Music Group, New Business Models, June 23, 2004, RIAA 


018173-018183 (“Universal 2004 Presentation”), at RIAA 018181, attached as Exhibit COA 
707; EMI 2005 Presentation, at RIAA 002937 (“‘Post peak’ [EMI] very slow to respond to 
changes in business model”), attached as Exhibit COA 704. 


23  In 1999, there were an estimated 660 CD and optical disc plants worldwide and in 2001, 
there were an estimated 730 plants worldwide. The majors continued to increase their 
investment in physical plant facilities during this time. Source: Citibank, Piracy in the 
Entertainment Industry, November 21, 2003, page 52.  EMI source:  Proposed combination 
of EMI music with Warner Music Group to form Warner EMI Music, June 2, 2000, page 27, 
40 & 82. PolyGram 1997 annual report, page 33.  


 I understand that the Copyright Owners requested information regarding each of the major 
record companies’ capital expenditures on manufacturing since 1996.  This information 
would have been useful in assessing the record companies’ investments in manufacturing 
since the late 1990s.  I reviewed the financial documents produced on behalf of the record 
companies in discovery, and they do not include comprehensive information regarding their 
capital expenditures on manufacturing. 
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business model.  Partly as a result of this “channel conflict,” the recording music industry 


failed to respond to digital music “aggressive[ly] and decisive[ly].”24  


(c) The recorded music majors lacked expertise in digital music.  In 


prior cycles of industry innovation, the new technology was developed by consumer electronic 


companies, which in the case of Sony and PolyGram were the parent companies of those 


recorded music companies, Sony and Philips, respectively.  As a result, those recorded music 


companies were involved, and invested, in the development of the formats.  With the 


introduction of digital music, however, the developers of the technology had no previous 


experience or affiliation with recorded music companies and intellectual property issues, or 


vice versa.  


26. The recorded music companies tried unsuccessfully to launch digital 


services such as MusicNet and Pressplay.25  These services offered consumers only limited 


music offerings and did not permit users to own a permanent or portable copy of the music.26  


The recorded music majors were also slow to make their music available through licensing 


arrangements for the online distribution of downloaded music. 


                                                
24  Universal 2006 Presentation, at RIAA 018076 (“The record industry was slow to embrace 


new technologies.”), attached as Exhibit COA 700; The EMI Group, New Media & Strategy: 
A discussion paper, November 2001, RIAA 002119-002173 (“EMI 2001 Presentation”), at 
RIAA 002155-002156 (noting that “EMI have not really tested digital distribution models 
yet”; “EMI’s digital commerce activities have focused on milking short-term cash 
opportunities…The long-term value from licensing deals is unproven with a number of the 
business models already failing to generate predicted sales/profits…In the mean time, EMI 
has not yet invested in the digital future”), attached as Exhibit COA 708. 


25  EMI 2001 Presentation, at RIAA 002150 (noting that “Subscription models (Musicnet) is 
currently favoured business model.”), attached as Exhibit COA 708. 


26  Citibank, Piracy in the Entertainment Industry, November 21, 2003, page 47. 
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27. The resistance of the major recorded music companies and retailers to 


embrace digital distribution helped to create a culture of intellectual property theft, which was 


facilitated by pirate services such as Napster, Gnutella, Freenet and others.  These services 


provided technology to consumers enabling them to share music files over the Internet for 


free, fulfilling and fostering the demand for music online.  As a result, online piracy became 


widespread.27   


28. Online piracy and the change from a market consisting predominantly 


of physical CD’s to a digital market caused a period of economic dislocation for the recorded 


music industry that lasted through 2005.  The worldwide retail market declined from 


approximately $36.9 billion28 in 2000 to $33.529 billion in 2005 and the U.S. market declined 


from $14.0 billion in 200030 to $12.3 billion in 2005.31 


VI. Remaking of the Recorded Music Industry 


29. The digital delivery of music has resulted in significant changes to the 


business model of the recorded music companies.  In previous cycles of technological change 


in the delivery of music, new technology significantly improved the physical product and 


allowed for higher prices, which generated substantial additional margin for the recorded 


music companies.  For example, from 1990 to 1997, profits for PolyGram more than doubled 


                                                
27  See Universal 2004 Presentation, at RIAA 018181 (“Legitimate services were bogged down 


with heavy usage restrictions, while free music was plentiful and easy to find.”), attached as 
Exhibit COA 707. 


28  IFPI The Recording Industry in Numbers 2005, page 160. 


29  IFPI World Sales 2005: The Key Facts and Figures, page 2. 


30  IFPI The Recording Industry in Numbers 2005, page 25. 


31  IFPI World Sales 2005: The Key Facts and Figures, page 1. 
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as the CD penetrated the market.32  RIAA documents and data confirm that, as a whole, the 


other major U.S. recorded music companies also experienced increased profitability, as their 


combined profits increased from $62 million in 1991 to $269 million in 1995.  See Exhibit 3A.  


The primary product for sale was the album and the primary distribution was through specialty 


music stores.  Moreover, piracy was more difficult due to physical reproduction constraints. 


30. With the Internet and broadband, there was no longer a need for a 


physical plant and single sales became the primary product sold.  Digital distribution provided 


low price points and more extensive product offerings.  Music now faces more competition 


from video games and other forms of entertainment such as DVD’s and the Internet.33  As a 


result, the relative price/value proposition of a CD started to look less favorable. 


31. In 2001, faced with this changed market and its accompanying 


challenges to traditional record company business models, the major recorded music 


companies began significant restructuring programs.34  The programs included:  headcount 


reduction; the sale of LP, cassette and CD manufacturing facilities; the sale of their 


distribution activities and record club operations; the consolidation of owned labels to create 


greater scale efficiencies; compensation restructuring; and reduced capital expenditures.  In 


the case of one recorded music major (Warner Music Group), worldwide headcount was 


reduced from approximately 12,996 to 4,000 over the 1997 to 2006 period for a reduction of 


                                                
32   Source: PolyGram 1997 Annual Report, page 9. 


33  See Universal 2006 Presentation, at RIAA 018074 (mentioning “PS2/Xbox, gameboys, 
DVDs, etc.” as sources of new competition), attached as Exhibit COA 700.   


34  Many of these restructuring activities had taken place in previous cycles. In 1980 and 1996, 
PolyGram reduced headcount, consolidated manufacturing operations, consolidated U.S. 
label operations and changed management. Source: PolyGram 1980 annual report, pages 4 
and 8, 1996 annual report, pages 3 and 7. 
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approximately 69%.  Other majors experienced similar reductions in total headcount over this 


period.35 


32. Using documents produced in discovery, I calculated the headcount 


reductions that were made by the recorded music majors’ U.S. operations.  See Exhibit 5A.  In 


the U.S., total headcount, including manufacturing,36 across all of the majors was reduced from 


17,723 in 2001 to 8,479 in 2005, a 52.2% decline.   


33. In the aggregate, the major labels incurred in excess of $7.3 billion in 


restructuring costs/write-offs to bring their expenses and asset values in line with the end of 


the era of ever-rising demand for CDs.  These restructuring expenses and related write-offs are 


detailed in Exhibit 5, which relies on public sources to quantify these expenses on a worldwide 


basis.  Based on my review of financial documents received in discovery, the restructuring 


costs/write-offs of U.S. recorded music majors were at least, and likely substantially in excess 


of, $2.7 billion over the 2001-2006 period.37  See Exhibit 6A.  Since the U.S. typically 


represents one-third of the worldwide recorded music industry, this figure confirms that the 


U.S. recorded music majors incurred at least their proportionate share of the worldwide record 


                                                
35  EMI’s headcount has declined from 10,934 in 1997 to 6,300 in 2006. Source: For 1997, 


Proposed combination of EMI Music with Warner Music Group to form Warner EMI Music, 
June 2, 2000, page 188. For Warner Music Group 2006, Yahoo Finance WMG Company 
Description.  For EMI 2006, www.emigroup.com, company overview, page 1. 


36  As detailed in Exhibit 5A, it is unclear if the headcount for Sony/BMG included or excluded 
manufacturing. 


37  The documents received in discovery included very limited detail on these restructuring 
costs, including virtually no information on Warner, which I understand experienced 
significant restructuring between 2000 and 2004. 
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companies’ restructuring costs, and likely more.  Much of the restructuring could have been 


avoided if costs had been controlled with stricter financial management in the prior periods.38   


34. Indeed, an internal Universal Music Group (“Universal”) presentation 


highlights pre-existing record industry inefficiencies that exacerbated the profitability declines 


experienced during the early 2000’s.39  Specifically, the presentation concedes that 


“[t]alent/recording costs were spiraling out of control,” “[m]arketing costs were following 


suit,” and the record companies were maintaining a “[b]loated overhead/cost structure.” 


35. These costs contributed to the decline in profitability and one-time 


losses/charges for the recorded music majors between 2001 and 2005 that are not likely to be 


repeated in the future.  While the U.S. majors have continued to announce restructuring 


charges since I submitted my initial report, I do not expect that the magnitude of the previous 


                                                
38  Many of the financial problems experienced by the major recorded music companies were 


brought on by themselves.  For example, the 2000/2001 BMG Annual Report (page 12) 
states “A difficult market environment, plus structural weaknesses long obscured by market 
success caused revenues to decline by 7.6% to Euro 3.7 billion.  A new executive team has 
reorganized BMG’s structure and fields of business to enable the company to focus on its 
core competencies: developing artists and selling music.  The music clubs became part of the 
direct group while the storage media division was assigned to media service provider Arvato.  
BMG’s earnings reflect not only the overall weakness in the music market, but also in the 
company’s development in recent years.” 


      Sony/BMG is still struggling to adapt and capitalize on the digital opportunities and this has 
more to do with a poor integration plan resulting from the joint venture. In its 2005 annual 
report (page 4) BMG’s Gunther Thielen says: “The Sony BMG joint venture is turning out to 
be a real challenge. The merger was the right step at the right time, the only sensible response 
to changes in the music market, which is still shrinking, CD sales are declining, but internet 
and wireless music sales are showing impressive growth rates…. In the months ahead, one of 
the priorities will be to better bridge the two very distinct corporate cultures. This will not be 
easy.” 


39  Universal 2006 Presentation, at RIAA 018075, attached as Exhibit COA 700  See also EMI 
2005 Presentation, at RIAA 002937 (characterizing EMI’s Resource Allocation by noting 
that there were “[e]xpensive executives and overhead”), attached as Exhibit COA 704. 
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write-offs will be repeated in the future, as the major costs associated with stripping away the 


manufacturing and distribution infrastructures for physical product are largely behind them. 


36. As a result of these efforts, the reported margins for the major recorded 


music companies began to grow.  In my initial report, I referenced publicly available 


information regarding record company margins for 2003-2005.  As shown in Exhibit 6, the 


margins of the major recorded music companies increased by more than 33% from 2003 to 


2004, from an average margin of 7.4% to an average margin of 10.8%.40  Thereafter, the major 


recorded music companies’ estimated margins further increased from an average of 10.8% in 


2004 to an average of 12.9% in 2005. 


37. I have now reviewed financial information produced on behalf of the 


record companies in discovery.  This information relates only to their U.S. recorded music 


operations, and does not reflect non-U.S. recorded music operations or music publishing 


results.41  According to my analysis of the industry-wide data provided by RIAA expert Linda 


McLaughlin, the operating margins for these entities increased from 1.5% to 12.2% from 2003 


to 2005,42 which is consistent with the publicly available data cited above.  I also analyzed the 


financial statements for each of the major record companies, and they are generally consistent 


                                                
40  The margins and other financial information for the major recorded music companies set 


forth in Exhibit 6 are the estimated annualized financial results for the major recorded music 
companies as a whole with adjustments made for the different fiscal year ends for each 
company.  Although calculated from the same sources, these margins are different from the 
margins in Exhibit 9, which set forth the estimated margins of three major recorded music 
companies’ record labels for the 2004/2005 fiscal year. 


41  The publicly available information I cited in my initial report represented combined margins 
for the major record companies’ recorded music and music publishing operations because 
only some, but not all of these companies, publicly report margins specific to their recorded 
music operations. 


42  Exhibit 3A. 
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with these industry-wide figures.  According to the record companies’ financial statements, 


Warner’s OIBDA margin increased from -4.6% in 2003 to 14.7% in 2006, Universal’s 


EBITDA margin improved from 3.4% in 2003 to 15.5% in 2006, and Sony BMG’s pretax 


profit increased from -0.1% in 200343 to 10.3% in 2006.  EMI has not displayed the same, 


consistent trend of improving profitability. 44  EMI had a pretax profit margin of -8.2% in 


2001, saw rising margins in 2002 and 2003 up to 6.7%, experienced a decline in 2004 and 


2005 to 3.4%, and then had a loss of -4.9% in 2006.45  See Exhibit 4A. 


VII.  The Growth of Digital Music Will Continue To Improve Record Industry Profits 
and Margins 


38. As the major restructuring effort was coming to a close, efforts to create 


a market for lawful digital distribution of recorded music began to reach fruition.  The launch 


of iTunes in 2003 and numerous other services for the lawful distribution of digital music 


(there are now over 335 legitimate digital services worldwide)46 helped propel the industry 


back to profit growth.  In 2005, the wholesale digital market represented approximately 5.5% 


                                                
43  In 2003, Sony and BMG were separate companies with different fiscal years.  In order to 


estimate a 2003 pretax margin for the now combined entity, I used results from Sony’s fiscal 
year ending March 2004 and from BMG’s fiscal year ending December 2003. 


44  It is my understanding that EMI has been affected by, among other things, an inability to 
successfully develop and sustain a critical mass of U.S. repertoire over the last several years. 


45  In calculating these margins, I used the record companies’ total revenues as the denominator.  
I used either OIBDA, EBITDA, pretax profit or net income as the numerator because each of 
the companies use slightly different measures of their profitability.  I used EBITDA 
including VPA to calculate the margins for Universal.  However, the underlying trend in 
profitability across the companies, with the exception of EMI, is consistent.   


46 IFPI Digital Music Report 2006, page 4. 
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of worldwide sales47 and $1.14 billion in revenues.48  For the first half of 2006, wholesale 


digital sales represented approximately 11% of total worldwide sales,49 and most recorded 


music majors reported worldwide digital sales ranging from 8.5%-13.0% for the year to date 


period.50  Exhibit 7 shows the reported worldwide digital music sales of each of the major 


recorded music companies as a percentage of their total revenues.  The increase in sales of the 


higher margin digital music has contributed to the major music companies’ reported growth in 


both revenue and profitability.51  The recorded music majors expect the improved conditions to 


continue as the digital market continues to grow.52   


39. In the U.S., total digital retail sales represented approximately 14.6% of 


total U.S. music market in 2005.53  During the first half of 2006, total digital retail sales 


                                                
47  The wholesale digital market expanded in 2005 to approximately 5.5% of the worldwide 


market up from 1.8% in 2004(source: IFPI Digital Music Report 2006, page 4). Digital 
global recorded music sales in 2005 were $1.14 billion, up 188% from $397 million in 2004 
(Source:  IFPI Global Recording Industry in Numbers 2006, page 6).  According to the IFPI, 
wholesale digital sales in the U.S. were $636 million for 2005 (Source: IFPI Global 
Recording Industry in Numbers 2006, page 3). 


48  IFPI World sales 2005: The Key Facts and Figures, page 2. 


49  IFPI press release October 12, 2006. 


50  See Exhibit 7 


51  Source: Deutsche Bank Research Report, April 4, 2005, page 24. 


52  Source: Soleil Media Metrics Research Report, Music Industry Review, May 31, 2005 page 
10; Warner Music Group 2005 Annual Report, January 2006 Letter from Chairman & CEO, 
Edgar Bronfman, Jr. 


53  RIAA 2005 Year-End Statistics. 
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increased to approximately 17.6% of the total U.S. music market.54  One major recorded music 


company reported that its first half U.S. digital sales were 20% of its total sales.55 


40. Based on documents received in discovery, I calculated the share of 


U.S. record companies’ total sales that are attributable to digital sales.  See Exhibit 7A.  My 


analysis confirms that digital sales have represented a growing share of total sales since 2004.  


In particular, it indicates that digital sales represented an average of 3.2% of total wholesale 


revenues for the majors in 2004, 8.5% in 2005 and 16.1% in 2006.  My analysis of internal 


projections by the record companies that were produced in discovery indicates that digital 


sales will continue to capture a growing share of major record company sales in the U.S.  See 


Exhibit 7A.  For example, Sony BMG worldwide expects digital revenues to represent 23.7% 


of total revenues in 2008 and 31.4% of total revenues in 2009.  Warner expects digital 


revenues to increase to 25.6% of total revenues in 2007, 32.4% in 2008, 38.0% in 2009 and 


43.0% in 2010.  EMI forecasts that worldwide56 digital revenues will represent 27.3% of 


worldwide total revenues in 2007, 38.2% in 2008, 49.5% in 2009, 58.9% in 2010 and 67.0% 


in 2011.57 


41. The advent of digital distribution and the introduction of other music-


related products have enabled the recorded music companies to expand their sources of 


revenue significantly.  Historically, record company revenues came from CD sales and film 


                                                
54  RIAA 2006 Mid-year Statistics. 


55  Source: Digital Music News, October 5, 2006, press article. 


56  EMI and Universal did not provide digital revenue forecasts for the U.S. 


57  See also Universal Music Group, UMG Digital Business Review: 3-5 Year Plan, August 31, 
2006, RIAA 017889-017901, at RIAA 017896 (“UMG’s digital revenue has surged over the 
past 3 years.  Analysts unamimously agree that digital music sales will continue to grow 
strongly.”), attached as Exhibit COA 709. 
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and television licensing.  Going forward, revenue sources will likely include CD sales, film 


and television licensing, audio downloads, subscriptions, statutory radio and interactive radio, 


mobile, videos (VOD, downloads, broadcast), ad-supported audio, artist partnerships, and 


podcasting.58  The number and variety of revenue sources provides another reason to expect 


improved financial performance in the digital age.59 


42.  It is common for recorded music companies to prepare internal 


forecasts and long-term plans for the future growth of the market and their companies.  These 


forecasts and long-term plans may vary in length, but it is common for them to be five-year 


projections.  I understand that the Copyright Owners requested this information in discovery 


but have not received comprehensive forecasts of revenues and profitability for each of the 


majors over the next five years.  I expect that the forecasts I have not yet received are 


directionally consistent with the publicly available forecasts of external analysts.  The record 


company forecast data that I did receive are consistent with my view.  In particular, Sony 


BMG projections for the 2008 and 2009 periods are consistent with improving profitability 


                                                
58  Universal 2006 Presentation, at RIAA 018080, attached as Exhibit COA 700.  See also EMI 


2005 Presentation, at RIAA 002975 (“We want to enable consumers to find and 
consume…any music…in any form…at any time…in any place…It’s no longer only about 
number of discs sold.”), attached as Exhibit COA 704; Universal Music Group, Merrill 
Lynch Media & Entertainment Conference, September 14th, 2005, RIAA 013168-013214 
(“Universal 2005 Presentation”), at 013200 (“We are evolving from a ‘record company’ to a 
‘music entertainment company.’”), attached as Exhibit COA 710; GDB Staff Meeting, 
Sony/BMG Music Entertainment, December 2006, RIAA 013273-013300 (“Sony/BMG 
2006 Presentation”), at RIAA 013289 (“Transforming Sony BMG into a Multi-product, 
Multi-channel Music company”), attached as Exhibit COA 711. 


59  During a 2005 conference, Universal’s CFO described his worldwide company as “[h]ighly 
profitable and a significant cash generator despite difficult business environment,” as having 
completed a “[c]ost base overhaul[]” and “[p]oised to maximize new business opportunities.”  
Universal 2005 Presentation, at RIAA 013210, attached as Exhibit COA 710. 
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and margins.60  Warner provided revenue forecasts for the next five years, which show a 


compound annual growth rate for U.S. recorded music revenues of 4.9%.61  EMI expects 


revenues to grow in fiscal 2010 and 2011 by 1%.62  See Exhibit 8A. 


43. As in past cycles following technological innovation, the next cycle for 


recorded music companies is expected to be one of growth, led by emerging digital technology 


that provides consumers increased value and convenience.  For example, new digital music 


services offer consumers a better experience than traditional retail outlets in numerous 


respects.  While it was often frustrating to search for a particular song or album at a physical 


retail store, the digital world creates instant gratification with a vast, always available, 


collection of content that consumers can sample before they buy.  The digital world also 


makes it easier for consumers to purchase songs individually, whereas in the physical world 


they were often required to buy the full album to get the song they wanted.  In addition, digital 


music players have vast storage capabilities that allow consumers to access their personal 


music collections more easily and, in the case of portable players, to carry their music 


collections with them.   


44. The growth in digital sales of recorded music will generate higher 


profits for recorded music companies because digital revenues generate higher margins than 


physical sales, primarily because there are no physical manufacturing and distribution costs.  


Incremental costs for digital sales are small.  Indeed, the majors have cited the increased 


                                                
60  RIAA 014988-014991, at 014988, 014991, attached as Exhibit COA 701. 


61  WMG 5-Year Digital Revenue Forecast, RIAA 039183-039273, at RIAA 039185, attached 
as Exhibit COA 702 


62  RIAA 007182, attached as Exhibit COA 703. 
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margins for digital as one of the primary reasons for their sales growth and resulting margin 


expansions in 2006.63 


45. I have received documents in discovery that allow me to analyze the 


decline in physical manufacturing and distribution costs, as well as the incremental costs 


associated with digital sales.  As illustrated by my analysis of the data underlying the report of 


Linda McLaughlin,64 the major record companies’ manufacturing costs have declined from 


20.0% of total revenues in 1991 to 9.5% of total revenues in 200565 as a result of increased 


efficiencies in physical manufacturing, the outsourcing of these activities to other companies, 


and the growing share of music sales attributable to digital product, which require essentially 


no manufacturing costs.  Similarly, distribution costs have declined from 12.4% of total 


revenues in 1991 to 7.1% in 2005.  As digital sales continue to grow as a percentage of total 


revenues, I believe that these cost percentages will continue to decline. 


46.  I have also reviewed the limited information regarding record 


companies’ incremental costs of digital distribution that was produced in discovery.66  That 


                                                
63  Source: Vivendi press release, July 27, 2006, “Vivendi Reports First Half 2006 Revenues Up 


5.8% On a Comparable Basis,” page 2; Warner Music Group press release, August 3, 2006, 
“Warner Music Group Reports Third Quarter Results,” pages 2 and 3.  See also EMI 2005 
Presentation, at RIAA 002952-002953 (“On the digital side – underlying drivers supporting 
EMI’s projections for a ‘digital-led’ growth story are here to stay and will accelerate in the 
coming years”; “This ‘digital hockey stick’ has clearly turned upwards in the USA such that 
these drivers will accelerate the penetration of digital availability in the coming years….”), 
attached as Exhibit 704. 


64  I relied on data provided by Linda McLaughlin because I did not have access to documents 
or other information necessary to determine and aggregate the manufacturing costs incurred 
by each of the U.S. operations of the recorded music companies. 


65  Exhibit 3A. 


66  In general, adequate information regarding incremental costs of digital distribution were not 
received in discovery for any major record company.   
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information demonstrates that incremental costs for digital sales are small.  I understand from 


the documents I reviewed that incremental costs include, among others, IT costs for 


digitization, server costs for storing and hosting data, and direct employee costs.  Digitization 


costs for Universal (the largest of the four major recorded music companies), for example, 


amounted to $250,000 in 2005 (0.1% of total revenues), $1.99 million in 2006 (0.8% of total 


revenues), and $1.0 million for year to date 2007.67  EMI’s IT capital expenditure detail for the 


period 2002-2012 indicates that EMI has incurred direct digital IT spending of $1.2 million in 


2002, $50,000 in 2003, $0 in 2004 and $523,000 in 2005.  Going forward, EMI projects $1.2 


million in 2006 and $1.1 million in 2007, $650,000 in 2008 and 2009, and $0 in 2010 and 


2011, for a total of only $5.4 million68 over the 2002 to 2011 period. 


47. In my initial report, I provided publicly reported estimates of record 


company margins on physical and digital product.  As shown in Exhibit 8, on the sale of a 


physical CD, the recorded music companies have an estimated margin of 12% based on 


wholesale sales whereas, on the sale of a digital album, the margin is conservatively estimated 


to be 24%, as there are no physical manufacturing and distribution costs. 


48. Using information produced in discovery on behalf of Universal, Sony 


BMG and Warner, I calculated digital margins for these companies, and the results confirm 
                                                
67  Universal Music Group Digitization Costs, RIAA 053238, attached as Exhibit COA 712; 


Exhibit 4A (Universal). 


68  EMI Music IT Capex Summary, RIAA 000580, attached as Exhibit COA 713.  This schedule 
also provides for an allocation of approximately 72% of EMI’s overall IT costs to digital 
over the same period.  Without additional detail regarding the basis of this allocation, it is 
impossible to determine whether the allocated costs are in fact incremental costs of digital 
sales, or if they were, for example, costs associated with replacing obsolete physical 
infrastructure.   In any event, even if these IT capital expenditures were properly allocated to 
digital, EMI’s IT capital expenditures during the 2002-2011 period would still amount to 
only $6.4 million per year.  This level of capital expenditures is significantly lower than what 
they were for physical product. 
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that margins on digital product are likely larger than margins on physical product, and that the 


difference is likely significant.  See Exhibit 9A.  Universal’s incremental margin on digital 


sales was 52.2% in 2003, 60.3% in 2004, 62.1% in 2005 and 61.7% in 2006 (and 57.4% for 


the first half of 2007).  Sony BMG had a worldwide digital EBIT margin of 55.9% in 2005 


and a forecast 2006 margin of 52.4%.  While I did not receive documents setting forth 


Warner’s digital margin, I estimated it to be 70.3% for 2006 by preparing a pro forma digital 


profit statement69 for its U.S. operations.70   I did not receive sufficient information to calculate 


and then compare physical margins for these companies, but based on my experience I 


conclude that the digital margins described above are likely to be significantly higher than the 


physical margins for these companies. 


49. I did receive information on the physical and digital margins of 


Warner’s subsidiary labels.71  They reported margins on digital product for their 2006 forecast 


and 2007 budget that are higher than their margins on physical product, and the spread ranges 


from 5.2% to 29.1%.  Warner Brothers, Warner’s largest label, reported in its 2007 budget a 


domestic gross margin of 40.7% for physical and 47.5% for digital (a margin spread of 6.8%).  


For its forecast 2006 period, it reported a gross margin of 41% for physical and a 48.5% 


                                                
69  I prepared this estimate by comparing Warner’s digital revenues with the sum total of all 


costs identified in Warner’s financial statements as digital-related. 


70  I recognize that these margins may reflect the allocation of some portion of these companies’ 
recording and other costs to digital sales.  To assess what proportion, if any, of these costs 
should be allocated to digital sales, I would need to review allocation tables, which I 
understand are prepared by record companies in the normal course of business.  These tables 
were not provided to me in discovery, but I would expect that any appropriate allocation of 
costs to digital sales would not alter my conclusion that margins on digital sales are 
significantly larger than margins on physical sales. 


71  Warner’s digital margin information for these labels did not include details of what was 
included in the margin definition. 
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margin for digital (a margin spread of 7.5%).72  Warner’s Word label, Warner’s Christian 


music label group, reported a 30.9% gross margin for physical and a 60% gross margin for 


digital (a margin spread of 29.1%).  For its forecast 2006 period, it reported a gross physical 


margin of 30.6% and a gross digital margin 60.0% (a margin spread of 29.4%).73  Atlantic 


Records, Warner’s major East coast label, reported in its 2007 budget presentation a gross 


margin of 42.6% for physical sales and a gross margin of 48.0% for digital sales (a margin 


spread of 5.4%).  For its forecast 2006 period, it reported a gross margin of 41.8% for physical 


and 47% for digital (a margin spread of 5.2%).74  Rhino, a division of Warner that primarily 


markets and promotes Warner’s U.S. catalog, reported for its 2007 budget a gross physical 


margin of 35% and a gross digital margin of 56.0% (a margin spread of 21%).  Rhino also 


reported a full-year 2006 forecast gross margin of 34.1% for physical and 56.0% for digital (a 


margin spread of 21.9%).75  These results reinforce my conclusions above. 


50. I hope to receive additional information that I could use to perform 


margin calculations for these and other companies, as well as projections of expected future 


margins as the recorded music market shifts increasingly toward the digital distribution of 


music.  Such information would be relevant to my analysis and, accordingly, I reserve the 


right to revise my opinions based on it. 


                                                
72  See WBR Family of Labels 2007 Budget, RIAA 024962-024975 (“WBR Budget”), at RIAA 


024964, attached as Exhibit COA 714.   


73  See WBR Budget, at RIAA 024973, attached as Exhibit COA 714. 


74  See Atlantic Records 2007 Budget, RIAA 024940-024950, RIAA 024942, attached as Exhibit 
COA 715.   


75  See Rhino 2007 Budget, RIAA 026014-026024, at RIAA 026016, attached as Exhibit COA 
716. 
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VIII. Record Label Costs 


51. I have also been asked to examine the cost structure of the major record 


labels and the contribution of mechanical royalties to those costs.  At the time that I submitted 


my initial report, I had access to only publicly available information.  The major recorded 


music companies do not publicly report their mechanical royalty costs as a separate cost item.  


Instead, mechanical royalties are typically included with artist and repertoire (“A&R”) and 


other royalty costs when estimated by analysts. 


52. Exhibit 9 sets forth the estimated cost structure and profitability of the 


record labels of three major recorded music companies for the 2004/2005 year.76   A 


company’s costs are typically expressed as a percentage of net revenue (i.e., gross sales less 


returns and discounts).  In the aggregate, A&R costs and royalty costs ranged from 29.3% to 


40.3% of net revenue, with an average of 33.7% for EMI, Universal and Warner.  Other 


significant costs include administration (average of 21.2%), marketing and promotion (average 


of 16%), and manufacturing and distribution (average of 21.2%).   


53. I have reviewed aggregate cost and revenue information provided in 


discovery.  The data underlying the testimony of Linda McLaughlin, which provides 


information regarding the cost structure and profitability of the record labels of the major 


record companies using actual 2005 percentage of net sales data, is consistent with the public, 


worldwide results of the labels discussed above.77 


54. Mechanical royalties are a relatively small fraction of the overall costs.  


Historically, they have represented 8 to 9% of net revenue.  In my initial report, I estimated 


                                                
76  Sony BMG does not publicly report detailed results of its recorded music joint venture. 


77  RIAA 008423-008430, at 008423, attached as Exhibit COA 717. 
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that mechanical royalties would average 7.2% to 9.7% of net revenue, which I defined as gross 


sales less returns and discounts. 78  I have since reviewed cost and revenue information 


produced on behalf of each of the U.S. recorded music majors in discovery, and using that 


information I have calculated mechanical royalty expenses as a percentage of total revenues.79  


The results indicate that mechanical royalty expenses ranged from an average of 5.5% to 9.7% 


of total revenues for each of the U.S. recorded music majors during the years for which data 


was provided.  See Exhibit 10A. 


55. Based on my analysis of documents produced in discovery, I also 


determined that artist royalty expenses ranged from 16.4% to 21.1% of total revenues for each 


of the recorded music majors during the years for which data was provided.  See Exhibit 3A.  


In dollar terms, artist royalties have increased from $555 million in 1991 to $1.27 billion in 


2005.80  Thus, artist royalties in absolute terms were 129% more than mechanical royalties in 


2005.81 


IX. FORECAST FOR THE GLOBAL RECORDED MUSIC MARKET 2006-2010 


56. Publicly available market forecasts for the recorded music industry 


project the digital market to grow rapidly over the next several years; most analysts believe 


                                                
78  My estimate of current mechanical royalty costs was based on limited publicly available 


information.  I now have access to actual information regarding the record companies’ 
revenues and mechanical royalty costs. 


79  In my calculation, total revenues include, among others, the record companies’ domestic 
sales, royalty income and ancillary income, less returns and discounts.  See Exhibit 4A. 


80  RIAA 008423-008430, RIAA 008423, attached as Exhibit COA 717. 


81  RIAA 008423-008430, RIAA 008423, attached as Exhibit COA 717. 
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that digital sales will exceed 25% of the total global business by 2010.82  U.S. digital sales are 


expected to increase from an estimated 5% in 2005 to more than 33% by 2010, or 


approximately $4.9 billion.83 


57. As discussed above, the Copyright Owners have not received 


comprehensive revenue and profitability forecasts for each of the major record companies, but 


the forecasts received are consistent with these publicly available projections.  In fact, 


Warner’s internal forecasts are at least as, and perhaps even more, optimistic:  Warner’s base 


case assumptions for U.S. digital growth forecast that digital revenues will represent 43% of 


revenues in 2010.  Warner worldwide has also forecast a base case and an “aggressive case” 


for digital revenues, which both exceed Wall Street forecasts for their digital revenues.  See 


Exhibit 11A.  Sony BMG worldwide has projected that digital revenues will increase to 24.7% 


in 2008 and 32.7% in 2009.  See Exhibit 7A.  Warner’s and Sony BMG’s actual U.S. results 


for digital in 2005 and 2006 have consistently outperformed their forecasts for that period, 


which indicate that record companies have been conservative in their prior forecasts of digital 


sales.  See Exhibits 8A and 9A. 


58.  In sum, the increased profit margin of digital music, which is already 


improving the recorded music companies’ revenues and profit margins, should have a 


significantly positive effect on the overall industry revenues and profit margins.  Some Wall 


Street analysts and industry analysts expect the conversion to digital to have a similar impact 


                                                
82  Source: Bank of America Research: Warner Music Group, April 6, 2006, page 12; Deutsche 


Bank: Warner Music Group, September 22, 2006, page 7; Pricewaterhouse Coopers, June 
2006, Global Entertainment and Media Outlook: 2006-2010, page 223, 225; Deutsche Bank: 
EMI, April 4, 2005, page 24. 


83  Pricewaterhouse Coopers, June 2006, Global Entertainment and Media Outlook: 2006-2010, 
page 223, 225. 
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on profit margins as the CD did in earlier periods.84  Thus, the overall forecast for the industry 


is for continued profitable growth and further increased margins as the industry benefits from 


the technological digital cycle. 


59. These predictions are supported by recent results.  The majors have 


generally reported positive results in 2005 and 2006 revenues and operating profits.  For 


example, for Warner for fiscal 2005 (for the year ended September 30, 2005), revenues were 


up 1.9% and operating income increased from a loss of $954 million to a profit of $84 


million.85  For the first nine months of fiscal 2006 (ended June 30, 2006) Warner reported 


revenues up 2.5%, operating income up 334% (from $65 million to $217 million) and 


operating margins of 8.2%, up 5.7%.86   For 2005, Universal reported revenues up 1.5% (or 


1.6% on a constant currency basis), earnings from operations up 20.4% and an operating 


margin of 9.8%, up 1.5%.87  For the first nine months of 2006, Universal reported revenues up 


2.7% (or 1.4% on a constant currency basis) and EBITA (earnings before interest taxes and 


amortization) up 18.6% (17.9% on a constant currency basis).88  Sony BMG reported 


                                                
84  Sources: Deutsche Bank research report, April 4, 2005, page 24. Soleil Media Metrics 


research report, September 29, 2006, pages 3 and 4. Collins Stewart research report, May 17, 
2006, page 3. Credit Suisse Research, June 19, 2006, page 30. 


 Likewise, Music and Copyright in its April 12, 2006 publication states that: “…even without 
a return to growth of the physical recorded music market, the major international record 
companies will report profits growth rather than profit falls in 2006 and beyond.” 


85  Source: Warner Music Group 2005 10K filed December 1, 2005, page 28. 


86  Source: Warner Music Group 10Q filed August 3, 2006, page 4.   


87  Source: Vivendi-Universal Group Overview: Key Businesses. 


88  Source: Vivendi Press Release, Vivendi Reports Strong Growth of Adjusted Net Income for 
the First Nine Months (+16.3%) and the Third Quarter (+28.2%), November 16, 2006, 
page 8. 
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improved second quarter results (for the period ended September 30, 2006) with revenues up 


1% and losses before taxes reduced from $58 million to $31 million.  Sony BMG reported that 


the improvement in profitability was due primarily to lower legal and restructuring costs in the 


quarter.89  


60. Based on my analysis of record company financial documents produced 


in discovery, I was able to supplement these publicly reported results with actual 2005 and 


2006 results for the U.S. major recorded music operations of the major record companies.  As 


discussed, these results show that, while EMI’s performance has been uneven, Warner has 


experienced an OIBDA margin increase, Universal has shown improved EBITDA margins, 


and Sony BMG financial forecasts show profit margins increasing going forward. 


X.  Conclusion 


61. The recorded music companies have come through the cyclical 


downturn and are now on the road to recovery.  The industry has responded to the need for 


reformation as the recorded music majors have consolidated, and significantly reduced their 


fixed and incremental costs to bring their spending in line and adopt their business model to 


digital.  The digital revolution has brought lower costs, higher margins and a level of 


accessibility that will lead to higher profits and increased demand for music.


                                                
89  Source: Sony Q2 FY 2006 Earnings Presentation Slides, page 10.  The exception has been 


EMI, which recently reported a drop in revenue of 4.1% (at constant currency) and a drop in 
operating profits from 86.7 million pounds to £ 62.7 million in its first half (ended September 
30, 2006) primarily due to the phasing of its planned release schedule that is weighted to the 
second half of the year, and the impact of a large accounting fraud in Brazil which reduced 
profits by £ 9 million.  The company has reiterated its guidance that it expects to have full 
year results in line with street expectations after taking into account the accounting fraud in 
Brazil.  Source: EMI Group Plc results for the six months ended September 30, 2006, pages 1 
and 2. 







 


 
 


EXHIBIT 1: CURRICULUM VITAE FOR HELEN MURPHY 
 


GENERAL INFORMATION: 


Name Helen Murphy 


Address 7 Roland Road 


Irvington, NY 10533 


Telephone (917) 757-1499  


Email: menechetti@yahoo.com 


Education   1987 Chartered Financial Analyst 
 
    1984 University of Western Ontario, Ontario, Canada, 
     Masters in Business Administration 
 
 1982 University of Guelph, Ontario, Canada, 


Honors B.A., Economics 
 







 
 


 
 


SUMMARY OF BUSINESS EXPERIENCE: 
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CAREER DETAILS: 


2004-Present 
International Media Services, Inc. 
 
President 


International Media Services is a strategic advisory and financial services firm specializing in media and 
entertainment, and the arts.  Clients include global media firms as well as established entrepreneurs and 
celebrities with global market potential.  Advisory work has included the development of business 
models, assistance with public and private financing, valuation analysis, and investor and public relations. 


2001 – 2004 
Warner Music Group 
Revenues: $ 4.0 billion 
 
Executive Vice President & Chief Financial Officer 


Responsible for the finance, human resources, business development, information technology, shared 
services and real estate functions for the company’s vast network of global music assets. 


• Instrumental role in the implementation of a $1.2 billion company-wide restructuring in 2001.  
Reduced global headcount by 30 percent, reduced artist roster by 20%, closed and sold non-strategic 
joint ventures and minority investments. 


• Designed and implemented total compensation program for worldwide executives and employees. 


• Successfully orchestrated WMG’s exit from global recorded music and DVD manufacturing and 
distribution.  Sold the company’s DVD/CD manufacturing and physical distribution businesses for 
$1.05 billion and negotiated long term supply agreements with a value of $550 million for Time 
Warner. 


• Played a pivotal role in the sale of WMG recorded music and music publishing business segments to 
an investor group for approximately $2.6 billion. Successfully completed a $1.2 billion bond offering. 


• Improved company revenue and profitability from 2001-2004 through a combination of internal 
growth and acquisitions despite a significant decline in industry value. 







 
 


 
 


1999 – 2001 
Martha Stewart Living Omnimedia, Inc. 
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Chief Financial & Administrative Officer 
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• Led the company’s highly successful initial public offering. 


• Developed internal infrastructure for public company reporting. 


• Established investor relations, tax and treasury functions as well as developing strategy and business 
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Senior Vice President & Chief Financial Officer 
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• Completed turnaround of the company’s U.S. operations from a loss of $50 million to a profit of $150 
million. 
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U.S. Senior Vice President, Mergers & Acquisitions 


1992 – 1995 
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1990 – 1992 
Vice President of Investor Relations & Treasurer 


1989 – 1990 
Richardson Greenshields of Canada Limited 
 
Vice President – Research 


• Responsible for researching and marketing North American merchandising and entertainment 
companies with good investment potential for institutional and retail investors. 


• Responsible for the generation of corporate finance deals in the merchandising and entertainment 
sectors of the market 


1986-1989 
Prudential-Bache Securities 


Senior Analyst – Merchandising & Entertainment 


• Provided research coverage of the merchandising and entertainment sectors on the Toronto Stock 
Exchange to institutional and retail equity investors. 


• Extensively involved in domestic and international corporate finance activities.  Played a key role in 
securing a mandate for a $300 million equity offering which in turn led to the development of 
significant merger and acquisition business for the company. 


1982 – 1990 
University of Guelph 


Lecturer 


• Prepared and taught the Theory of Corporate Finance, Financial Management and Intermediate 
Macro-Economics to senior economics and business students. 


• Taught senior case study courses in Financial Management. 


1984 – 1986 
Confederation Life Insurance Company 


Assistant Manager – Securities Research 


• Responsible for all administrative aspects of operating a large in-house research department including:  
pension marketing, prioritizing and directing research activities, recruitment and training of eight new 
analysts and monitoring and evaluating the work of senior analysts. 


• Provided analytical research coverage of U.S. merchandising and consumer products companies.  







 
 


 
 


EXHIBIT 2: MATERIALS REVIEWED 


In preparing the attached report I reviewed the following materials: 


I. International Federation of Phonographic Industry (IFPI) Reports 


IFPI First Half Sales 2006 
IFPI: 06 Digital Music Report 
IFPI The Recording Industry Piracy Report 2006 
IFPI The Recording Industry in Numbers 2006 
IFPI The Recording Industry in Numbers 2005 
IFPI The Recording Industry World Sales 2005 
IFPI The Recording Industry in Numbers 2004 
IFPI The Recording Industry Interim Sales –September 2004 
IFPI The Recording Industry Interim Sales –September 2003 
IFPI Digital Music Report 2004 
IFPI The Recording Industry in Numbers 2000 
 


II. Recording Industry Association of America 


RIAA 2006 Mid-year Statistics 
RIAA 2005 Year-End Statistics 
RIAA 2004 Year-End Statistics 
RIAA 2003 Year-End Statistics 
RIAA 2002 Year-End Statistics 
RIAA 2000 Year-End Statistics 
RIAA Annual Report 2000 
RIAA 1999 Year-End Statistics 


III. Industry Reports 


Arthur Andersen Net Results 2000 
Enders Analysis 2005, 2002 
Forrester-European Music Download Forecast: 2006 to 2011 
Forrester-Mobile Music Needs A Tune-Up 2005 
Forrester August 2003 From Discs to Downloads 
Pricewaterhouse Coopers-Global Entertainment and Media Outlook 2006-2010 
Pricewaterhouse Coopers-Global Entertainment and Media Outlook 2004-2008 
IDC-Market Analysis: U.S. Wireless Ringtone 2004-2008 Forecast and Analysis 
Jupiter Research-Market Forecast Report 2004 to 2009 
Jupiter Research-European Digital Music Value Chain 2005 
Jupiter Research-Market Forecast Report Music Industry through 2008-August 6, 2003 
Wholeview Tech Strategy Research- 2004 Digital Music Forecast-January 28, 2004 
 


IV. Company Annual Reports and Press Releases 


Vivendi-Universal: 







 
 


 
 


Annual Report 2005, 2004, 2003 
PolyGram Annual Report December 1997, 1996, 1995, 1992, 1991, 1990, 1989, 1988, 
1987, 1986, 1985, 1984, 1981/1980, 1980/1979, 1977, 1976, 1975, 1974, 1973 
PolyGram Interim Report 1990, 1992 
PolyGram 20F 1990, 1991, 1992 
PolyGram Facts and Figures 1998-1993 
Vivendi-Universal Group Overview: Key Businesses 
Press Release, Vivendi Reports Strong Growth of Adjusted Net Income for the First Nine 
Months (+16.3%) and the Third Quarter (+28.2%), November 16, 2006 
Press Release, Vivendi Reports First Nine Months 2006 Revenues Up 4.1% on a 
Comparable Basis, November 7, 2006 
Press Release, Good Performance for the First Half of 2006 With a 10.9% Increase in 
Adjusted Net Income, September 7, 2006 
Press Release, Vivendi Reports First Half 2006 Revenues Up 5.8% on a Comparable 
Basis, July 27, 2006 
Press Release, Vivendi Revises Upwards 2006 Guidance and Announces 2011 Outlook, 
May 17, 2006 
Press Release, Vivendi Universal Reports First Quarter Revenues up 6.5% on a 
Comparable Basis, April 20, 2006 
Press Release, Vivendi Universal Reports a 55% Growth in 2005 Adjusted Net Income and 
a 57% Dividend Growth, March 1, 2006 
Press Release, Vivendi Universal Reports Strong 2004 Earnings and Improved Cash Flow, 
March 10, 2005 
Press Release, Vivendi Universal Continued to Improve Overall Operating Performance in 
the Third Quarter of 2003, December 2, 2003 
Press Release, Vivendi Universal Reports Operating Results in Strong Progress for the 
First Half, September 14, 2004 
Press Release, 2003 Major Events and 2004 Outlook, March 17, 2004 
Press Release, Vivendi Universal Reports First Half 2002 Results, August 14, 2002 
Press Release, Vivendi Universal Reports 2001 Results, March 5, 2002 
Press Release, Vivendi: UMG to purchase BMG Music Publishing, September 6, 2006 
Universal Music Group: UMG Labels, from www.vivendi.com, November 8, 2006 
Universal Music Group: “Universal Music Group is the Worlds No. 1 Music Company…”, 
from www.vivendi.com, November 8, 2006 
 
Sony: 


Consolidated Financial Statements, March 31, 2006/2005/2004/2003/2002 
Quarterly reports: FY 2006 Q2, FY 2006 Q1, FY 2005 Q4, FY 2005 Q3, FY 2005 Q2, FY 
2005 Q1, FY 2004 Q4, FY 2004 Q3, FY 2004 Q2, FY 2004 Q1, FY 2003 Q4, FY 2003 
Q3, FY 2003 Q2, FY 2003 Q1 
Press Release, Consolidated Financial Results for the Fiscal Year, April 27, 2004 
Presentation, Fiscal Year 2003 
Presentation, Fiscal Year 2006 Q2 
Sony Financial Highlights for 2006, 2005, and 2004 
Sony Corp. Notice of Ordinary General Meeting of Shareholders June 22, 2006 


BMG: 







 
 


 
 


Bertelsmann AG Annual Report 2005, 2004, 2003, 2002, 2000/2001 
Bertelsmann Interim Report 2003 
Bertelsman Research Report July 16, 2003 
Press Release, Company Confirms Forecast for Year, May 5, 2004 
Press Release, Bertelsman Reports Significantly Improved Operating Profit Despite 
Revenue Decline in First Half of 2002, September 3, 2002 
BMG Layoffs to Approach 600 Globally, Mostly U.S., Billboard Bulletin, September 28, 
2001 


EMI: 


Annual Report March 31 2006, 2005, 2004, 2003, 2002, 1999 
Proposed Combination of EMI Music with Warner Music to Form  
EMI Offering Circular, September 20, 2003 
Warner EMI Music Circular and Listing Particulars-June 2, 2000 
Press Release, November 15, 2006 
Press Release, EMI Group PLC preliminary Results for the Six Months Ended 30 
September 2006 
Press Release, Results for the Six Months Ended September 30, 2005 
Press Release, Results for the Financial Year Ended March 31, 2006 
Press Release, Results for the Financial Year Ended March 31, 2005 
Press Release, Results for the Financial Year Ended March 31, 2004 
Press Release, Results for the Financial Year Ended March 31, 2003 
Press Release, Results for the Financial Year Ended March 31, 2002 
Press Release, EMI Provides Trading Update for the Financial Year Ended 31 March 2006 
Chairman’s Statement - 2006 Annual General Meeting 
 


Warner Music Group: 


Form 10Q February 14, 2006 
Form 10Q August 3, 2006 
Form 10Q May 5, 2006 
Form 8-K August 3, 2006 
Earnings Transcript, June 16, 2005 
Annual Report, September 30, 2005 
Preliminary Prospectus April 22, 2005 
Form S-4 December 16, 2004 
Amendment 3 to S1 February 9, 2005 
S1 Registration Statement March 11, 2005 
Amendment 1 to S1 April 7, 2005 
Time Warner Annual Report December 2004, 2003, 2002, 2001 
Press Release, Warner Music Group WMG Reports Ten Month Results Ended September 
2005, dated December 13, 2004 
Press Release, Warner Music Group Corp. Reports Fiscal First Quarter Results for the 
Period Ended December 31, 2005, dated February 14, 2006 
Press Release, Warner Music Group Reports Fiscal Third Quarter Results for 2006 August 
3, 2006 
 







 
 


 
 


V. Investor Presentations  


Vivendi-Universal- The Industry Leader, Merrill Lynch, September 2006 
EMI- EMI Group interim results 2006, EMI Group AGM 2006, EMI Group preliminary 
results 2006, MidemNet 2006, UBS 33rd Annual Global Media Conference, EMI Group 
interim results 2005, Merrill Lynch Media & Entertainment Conference, EMI Group AGM 
2005, Merrill Lynch TMT Conference, EMI Group preliminary results 2005, Bear Stearns 
Annual Media Conference, UBS 32nd Annual Media Week Conference, EMI Group 
interim results 2004, EMI Group AGM 2004, Digital Music Investor Day, July 1, 2004 
 


Warner Music Group 
Q4 2006 Warner Music Group Earnings Conference Call, December 1, 1996 
Goldman Sachs Communacopia Conference, September 19, 2006 
Q3 2006 Warner Music Group Earnings Conference Call, August 3, 2006 
Remarks of Edgar Bronfman, Jr. Chairman and CEO, Warner Music Group to the Music 
Matters - Asia Pacific Music Forum, May 10, 2006 
Q2 2006 Warner Music Group Earnings Conference Call, May 5, 2006 
Statement of Edgar Bronfman, Jr. Chairman and CEO, Warner Music Group Before the 
Committee on the Judiciary United States Senate on Parity, Platforms and Protection: The 
Future of The Music Industry in the Digital Radio Revolution, April 26, 2007 
Warner Music Group's Presentation at Bear, Stearns & Co. 19th Annual Media 
Conference, February 28, 2006 
Edgar Bronfman, Jr.'s Interview at CSFB Global Media Week Conference, December 6, 
2005 
Edgar Bronfman, Jr.'s Presentation at 33rd UBS Global Media Conference, December 5, 
2005 
Keynote Address at the Progress and Freedom Foundation's Annual Aspen Summit, 
August 22, 2005 







 
 


 
 


VI. Analyst Reports  


Company Investment Bank Date Title 
  2002  


EMI Lehman Brothers 29-May 
No Longer Expensive, But No Need 


to Buy 
EMI Morgan Stanley 4-Sep Publish or Perish? 
EMI Morgan Stanley 20-Nov Results in C Minor 


    
  2003  


EMI Morgan Stanley 10-Feb 
Market Share Stabilizing But Industry 


Decline Continues 
EMI Morgan Stanley 15-May FY Results Due March 20th 
EMI Morgan Stanley 20-May Tough Times 
EMI Bear Stearns 4-Jul Press Pause For Now 


EMI Morgan Stanley 6-Nov 
How Much Are Synergies Really 


Worth? 
EMI Morgan Stanley 19-Nov H1 Top Line Well Ahead 
EMI Morgan Stanley 25-Nov WMG Read Across 


Entertainment Industry Citigroup Smith Barney 21-Nov Piracy in the Entertainment Industry 
Company Investment Bank Date Title 


  2004  
EMI Morgan Stanley 21-Jan A Rush of Blood to the Head? 


Vivendi Universal Credit Lyonnais Securities 26-Feb 
Top-line growth in media assets: the 


catalyst 
Vivendi Universal Credit Lyonnais Securities 26-Feb Finding the Turning Point 
Vivendi Universal Deutsche Bank 30-Apr Hanging on the telephone 


Vivendi Universal Bernstein Research Call 28-Apr 
Quick Take on Meetings with UMG 


Management 
WMG Credit Suisse 16-Apr Initiating Coverage 
EMI Morgan Stanley 31-Mar The First Cut is the Deepest 
EMI Morgan Stanley 25-May Taking the Bull(s) by the Horns 
EMI Morgan Stanley 2-Jul Investor Day Abbey Road 


Vivendi Universal Credit Suisse 9-Jul Cheese and Cake 
EMI Bear Stearns 21-Sep Turn Up the Volume 


EMI Citigroup 10-Sep 
Technology - Something To Sing 


About 
Vivendi Universal Merrill Lynch 15-Sep Heavy Lifting Done 


Vivendi Universal 
UBS Investment 


Research 15-Sep Vivendi Universal  Interim results 
Vivendi Universal Deutsche Bank 21-Sep Hip to be square? 


EMI Bear Stearns 21-Sep Turn Up the Volume 
EMI Morgan Stanley Oct-06 Moved to Underweight 


Vivendi Universal Deutsche Bank 9-Nov 
Vivendi Universal Q304 Results 


Review 
Apple Computer Inc. J.P. Morgan 15-Nov iPod Economics 


Company Investment Bank Date Title 
  2005  


3G 
Credit Suisse / First 


Boston 25-Jan Fat pipe but what will fill it? 
Vivendi Universal Bear Stearns 2-Feb VU 2004 Revenue – A Solid Result 


Vivendi Universal Merrill Lynch 2-Feb 
Outperforming On Revenues And Net 


Debt 







 
 


 
 


Vivendi Universal Delta Lloyd 3-Feb Company Alert 
Music Industry Teather & Greenwood 12-Feb Digital the Cannibal 


EMI Deutsche Bank 4-Apr Going digital - upgrading to Buy 
WMG Soleil Media Metrics 2-May Best Questions for Roadshow 
WMG Fulcrum 4-May Warner Music Group IPO Preview 


WMG Bernstein 9-May 
Warner Music IPO: Too Rich For Our 


Taste 


WMG Soleil Media Metrics 12-May 
Initiating Coverage of WMG: Time to 


BUY 


WMG Fulcrum 23-May 
Key Issues That Are Holding Us 


Back; Initiating at Neutral 
Music Industry Soleil Media Metrics 31-May Music Industry Review 


WMG Lehman Brothers 1-Jul Waiting on the Digital Breakout 


WMG 
Banc of America 


Securities 20-Jun 
The Song Remains The Same (Even 


if the Industry Does Not) 


WMG Goldman Sachs 20-Jun 


Unlocking the value of content 
through new distribution 


channels/formats 


WMG Merrill Lynch 20-Jun 
Initiating with a Sell; Significant 


Uncertainty Remains 


WMG Morgan Stanley 20-Jun 
Equal-weight-V: Untested Model in 


Evolving Industry 
WMG Lehman Brothers 28-Jun Waiting on the Digital Breakout 


Music Industry Fulcrum 17-Oct 
Is Digital Music Really Growing That 


Fast? 
Company Investment Bank Date Title 


  2006  
WMG Soleil Media Metrics 11-Jan WMG: The Bull Case 


WMG Morgan Stanley 27-Jan 


Lowered Digital Forecasts Don't 
Justify a Premium: Going to 


Underweight-V 
WMG Citigroup 14-Feb WMG: Reported mixed Q106 results 
WMG Merrill Lynch 14-Feb Cost Cutting Drives in Line Results 


EMI 
SG Cross Asset 


Research. 1-Mar 
Digital market share contraction for 


U.S. in Q4 


WMG Pali Capital, Inc. 2-Mar 
Reversing Industry View – Initiate 


with BUY rating & $25 Price Target 


EMI Societe Generale 4-Mar 
Poor IFPI data for 2005 sows the 
music industry slump continuing 


Media Industry Pali Capital, Inc. 10-Mar 
Is Download-to-Own/burn Finally 


Becoming Reality? 


Sony BMG Credit Suisse 28-Mar 
Sony BMG: Minimal Impact on 


Valuation from BMG Selling its Stake 


EMI Deutsche Bank 29-Mar 
H206 preview: Expect trading update 


mid-April 


EMI Morgan Stanley 20-Apr 
Price Target Raised on Positive 


Trading Statement 


WMG Bank of America 6-Apr 
Downgrading to Neutral: Maintaining 


Price Target & Positive Bias 
Vivendi Universal Bear Stearns 20-Apr Music Drives Strong Q1 06 Revenues 


EMI Cazenove 20-Apr Update: Snap Reaction 


WMG Bank of America 24-Apr 
Increasing Target to $27 as Merger 


Talks with EMI Could Be Heating Up 
EMI Merrill Lynch 26-Apr Merger upside largely priced in 


WMG Deutsche Bank 26-Apr Weekly Music Sales 







 
 


 
 


EMI/WMG Pali Capital, Inc. 16-May U.S. Digital Track Trends Weakening 


WMG Morgan Stanley 17-May 
EMI Bid Makes Long-Term Cost Cuts 


Look Credible 
EMI Collins Stewart Research 17-May A Deal Would Make Sweet Music 


WMG Fulcrum Global Partners 23-May 
WMG: Key Issues That Are Holding 


Us Back 
Apple Computer Inc. Credit Suisse 23-May iPod: How Big Can it Get? 


EMI Lehman Brothers 24-May 
Encouraging schedule, though deal 


key 
Global Music Industry Credit Suisse 19-Jun Just the Two of Us 


EMI Morgan Stanley 28-Jun Come Together 
EMI 


 
Bear Stearns 


 
29-Jun 


 
EMI and WMG Struggle to Find the 


Right Note 
EMI Merrill Lynch 29-Jun Mutual Rejection 


WMG Goldman Sachs 16-Jul 
Outlook: Increasing 3QFY06 


Revenue & EBITDA by 4% & 6% 


WMG Bank of America 27-Jul 
EMI/WMG Merger Shelved: Reducing 


PT to $25 from $28.50 
WMG Credit Suisse 27-Jul Still Stuck at the Starting Line 
EMI Merrill Lynch 27-Jul Back to Fundamentals 


WMG Merrill Lynch 3-Aug F3Q Still in Tune 
WMG Bank of America 3-Aug Red Hot 3Q Results 


WMG Goldman Sachs 3-Aug 
Thesis intact: Continued better-than-


expected strong growth 


WMG Lehman Brothers 3-Aug 
Strong F3Q06, Tougher Comps 


Upcoming 


WMG Credit Suisse 4-Aug 
Strong Execution is Encouraging in 


the Face of Strategic Stalemate 


WMG Morgan Stanley 4-Aug 
Analysis of F3Q06 and Revised 


Model 
WMG Deutsche Bank 22-Sep Resuming Coverage with Buy Rating 


WMG Soleil Media Metrics 29-Sep 
4Q Earnings Preview + Updated 


Models & Valuations 
EMI Credit Suisse 20-Oct Clearing the decks 
EMI Morgan Stanley 9-Nov Upside Case Stretched 


Music industry Pali Research 20-Nov 


Can Digital Track Sales Scale a Year-
End Mountain, Again? … Could be 


Tough 


WMG Credit Suisse 27-Nov 
Q4 Faces Tough Comps but Digital 
Strength Should Support Margins 







 
 


 
 


VII.  Other Materials 


The Consumer Is King, EMI Music’s Alain Levy Tells Delegates at the London Media Summit, October 
27, 2006. 


Donald S. Passman, All You Need to Know About the Music Business, 1991, pp. 186-191 


Felix Oberholzer-Gee & Koleman-Strumpf, The Effect of File Sharing on Record Sales: An Empirical 
Analysis, June 2005 


Music & Copyright (numerous articles) 


Historical Copyright Royalty Rates, 37 C.F.R. § 255.3 


Digital Music News, October 5, 2006, press article 
EMI Sound Values 2006, 2005, 2004, 2003, 2002, 2001, from www.emigroup.com/socialresponsibility







 
 


 
 


EXHIBIT 3: VALUE OF GLOBAL MUSIC SALES & GLOBAL MUSIC SALES BY FORMAT 
UNITS, BILLIONS 


Source: IFPI 2005 Global Recording Industry in Numbers, page 161.







 
 


 
 


EXHIBIT 4: U.S. RECORDED MUSIC MARKET 1976-2003 


 


 


Source:  Deutsche Bank, EMI, April 4, 2005, page 29. 







 
 


 
 


EXHIBIT 5: RESTRUCTURING / WRITE-OFFS-COST REDUCTIONS OF THE MAJORS 2001-
2005 


 Total Restructuring  
and Write-Offs          Restructuring 


   
SONY/BMG $2,279m $300m 
EMI  $   756m $270m 
UNIVERSAL MUSIC $1,550m $468m 
WARNER MUSIC  $2,769m $250m 
TOTAL $7,354m $1,288m 
 


Sources: 


Credit Suisse Research Report, June 19, 2006, page 29. 


Sony/BMG: 


Sony Consolidated Financial Statements 2006, page f-64, page 2 note 1. BMG 2005 Annual Report, page 
90 (50% of total cost shown on BMG’s financial statements). 


BMG 2002 Annual Report, page 102; 2003 Annual Report, page 58; 2004 Annual Report,  
page 12. 


EMI: 


2003 Annual report page 90; 2006 annual report page 99. 


UMG: 


Universal Music Group, Press Release, March 17, 2004, page 3. 


WMG: 


Warner Music Group, 10K filed December 1, 2005, page 28; President’s letter WMG annual report 
January 2006, page 4. 







 
 


 
 


EXHIBIT 6: REPORTED REVENUE AND OPERATING PROFIT OF MAJOR  
RECORDED MUSIC COMPANIES 2003-2005 


US$ in millions, unless otherwise stated   
  YE 2003 2004 2005 
Revenue (US$M)     
Bertelsmann Dec 3,067 3,166 NA 
Sony Mar 3,826 3,897 2,317 
Sony BMG Mar NA NA 3,258 
EMI Mar 3,361 3,581 3,693 
Universal Music Dec 5,625 6,201 6,080 
Warner Music Nov/Sept 3,376 3,437 3,502 
Group Total  19,255 20,283 18,850 
     
Revenue Growth     
Bertelsmann  19.8% 3.2% NA 
Sony  -25.6% 1.9% NA 
Sony BMG  NA NA NA 
EMI  -4.1% 6.6% 3.1% 
Universal Music  -5.0% 10.2% -2.0% 
Warner Music   2.6% 1.8% 1.9% 
Group Total  -5.7% 5.3% -7.1% 
     
EBITDA (US$M)     
Bertelsmann  295 288 NA 
Sony  -68 90 170 
Sony BMG  NA NA 384 
EMI  459 480 459 
Universal Music  495 950 944 
Warner Music   236 373 466 
Group Total  1,418 2,181 2,424 
     
EBITDA Growth     
Sony BMG  NA NA NA 
EMI  32.3% 4.6% -4.3% 
Universal Music  -45.3% 91.7% -0.6% 
Warner Music   16.8% 58.1% 24.9% 
Group Total  -29.6% 53.8% 11.1% 
     
EBITDA Margin     
Bertelsmann  9.6% 9.1% NA 
Sony  -1.8% 2.3% 7.3% 
Sony BMG  NA NA 11.8% 
EMI  13.7% 13.4% 12.4% 
Universal Music  8.8% 15.3% 15.5% 
Warner Music   7.0% 10.9% 13.3% 
Group Total   7.4% 10.8% 12.9% 
Source: Company data, Credit Suisse estimates. EBITDA is before restructuring charges. 
Sony BMG in March 2005 is for seven months only. 
 


Source: Credit Suisse Research Report, June 19, 2006, page 30. 







 
 


 
 


EXHIBIT 7: REPORTED DIGITAL MUSIC SALES HISTORY OF THE MAJORS 
(% of total revenues) 
    2004  2005  2006YTD 


EMI    2.6%  5.4%  8.5% 


WARNER   1.0%  4.5%  9.4% 


SONY/BMG   NA  7.0%  13.0%     


UNIVERSAL   2.0%  5.3%  10.5% 


Sources: 
 
EMI: 
 2006 YTD-  Press Release, EMI Group Plc Results for the Six Months Ended September 30, 2006, 
November 15, 2006, page 1.  
2005- Press Release EMI Group Plc Results for the Six Months Ended September 30, 2006, November 
15, 2006, page 1.  
2004- 2005 EMI Annual Report, page 10. 
 
WMG: 
2006 YTD- Press Release Q3 August 3, 2006, page 1. Q2 Press Release May 5, 2006, page 1. Q1 Press 
Release February 14, 2006. 
2005-WMG Press Release December 1, 2005, page 1. 
2004- WMG 10K dated December 1, 2005, page 41. 
 
SONY/BMG: 
2006 YTD- BMG Interim Report 2006, page 7. 
2005- BMG Annual Report 2005, page 62 
2004- NA 
 
UMG: 
2006 YTD- Vivendi Press release Q3 results, November 7, 2006.  
2005- Universal Music Group, The Industry Leader, Merrill Lynch, September 2006, page 10. 
2004- Universal Music Group, The Industry Leader, Merrill Lynch, September 2006, page 10.  







 
 


 
 


 EXHIBIT 8:  MARGIN ON WHOLESALE 
 


 


Source:  Credit Suisse, Global Music Industry, June 19, 2006, page 19. 







 
 


 
 


EXHIBIT 9: RECORD COMPANY COST STRUCTURE AND PROFITABILITY 
 
Percentage of Divisional Recorded 
Music Sales     
 EMI  UMG WMG Average 


 
10/1/04-
9/30/05 


7/1/04-
6/30/05 


10/1/04-
9/30/05  


     
Net revenue 100% 100% 100% 100% 
     
A&R and Royalties 31.5 40.3 29.3 33.7 
     
Administration Costs 26.2 13.6 23.7 21.2 
     
Marketing & Promotion 16.5 17.6 14.0 16.0 
     
Manufacture, Distribution & Associated 
Costs 16.2 14.2 21.4 17.3 
     
Total Costs 90.4 85.7 88.4 88.2 
     
EBITDA Margin 9.5% 14.4% 11.6% 11.7% 
 
 
Source: IMS estimates and Morgan Stanley Research Report, January 27, 2006, Exhibit 18, page 25 and 
26. 







 
 


 
 


EXHIBIT 1A: MATERIALS REVIEWED IN CONNECTION WITH MY AMENDED REPORT 
 


RIAA 18066-18088 Universal Music Group in 2003 and Today, dated May 2006 


RIAA 14988-14991 Sony BMG Music Entertainment Financial Trends 2008-2009 


RIAA 39183-39273 WMG 5-Year Digital Revenue Forecast  


RIAA 7182 EMI Physical and Digital Revenue Forecast  


RIAA 2923-2988 EMI Operating Board, Strategies for Growth at EMI Music – and the 
Associated Organizational Changes, dated May 16, 2005  


RIAA 15271-15331 RIAA Shipment Data  


RIAA 15421-15437 RIAA Shipment Data   


RIAA 18173-18183 Universal Music Group, New Business Models  


RIAA 2119-2173 The EMI Group, New Media & Strategy: A discussion paper  


RIAA 17889-17901 Universal Music Group,UMG Digital Business Review: 3-5 Year Plan, 
dated August 31, 2006  


RIAA 13168-13214 Universal Music Group Presentation, Merrill Lynch Media & Entertainment 
Conference, dated September 14, 2005  


RIAA 13273-13302 Sony/BMG Music Entertainment, GDB Staff Meeting,  dated December 
2006  


RIAA 53238 Universal Music Group, Digitization Cost  2005-2007 YTD  


RIAA 580 EMI Music – IT Capex Summary  


RIAA 24962-24975 WBR Family of Labels, 2007 Budget Round 2,  


RIAA 24940-24950 Atlantic Records, 2007  Budget Round 2,  


RIAA 26014-26024 Rhino Records, 2007  Budget – Round 1   


RIAA 8423-8430 All Labels Combined: BMG, EMI, Polygram, Sony, Sony/BMG, UMG & 
WMG   


RIAA 15212-15216 Record Label Employees Data  


RIAA 10506-10507 Sony BMG Income Statement U.S. Only 2000-2002  


RIAA 14837-14838 Sony BMG Income Statement U.S. Only 2003-2006   


RIAA 22001-22030 WMG/ Income Statements, 2006  


RIAA 20435 UMG (U.S. Only) Income Statement, 1999-2005  







 
 


 
 


RIAA 20474-20475 UMG Income Statement U.S. Only, 2006  


RIAA 45559-45578 EMI Profit and Loss 06/07 – 98/99  


RIAA 14832-14834 Sony BMG 2006 Digital Revenue Projection  


RIAA 14914-14917 Digital Revenues U.S.  


RIAA 24182-24185 Digital Download Agreement between Apple and Warner  


RIAA 10539-10540 Sony BMG Income Statement 2000-2006 


RIAA 24084-24086 WMG Income Statement Sept 2006 YTD  


RIAA 13246-13272 Sony BMG Global Digital Business – Status Update, dated  March 2006  


RIAA 28564-28584 WMG Digital Strategy and Business Development  


RIAA 757 EMI Profit and Loss U.S. 05/06-98/99  


RIAA 758 EMI Music Total Company P&L – 97/98-91/92  


RIAA 26496-26498 WMG Income Statement 4th Quarter 2005 YTD 


RIAA 26508-26510 WMG Income Statement 4th Quarter 2001 YTD 


RIAA 26499-26501 WMG Income Statement 4th Quarter 2004 YTD 


RIAA 26502-26504 WMG Income Statement 4th Quarter 2003 YTD 


RIAA 20486 UMG U.S. Only Income Statement, 2007 YTD 


RIAA 43416-43499 EMI Group Annual Report 2002 


RIAA 44073-44100 EMI Group Preliminary Results 2005/2006 Presentation 


RIAA 43940-44005 EMI JP Morgan High Yield Conference, dated 02/05/2006  


RIAA 45559-45560 EMI Music Total Company P&L – Fiscal Year 06/07  


RIAA 45561-45578 EMI Music Total Company P&L – Fiscal Year  


RIAA 762-763 EMI Music Total Company P&L – Fiscal Year 05/06  


RIAA 757-758 EMI Music Total Company P&L – Fiscal Year 1991-2006  


RIAA 814 EMI Music Total Company P&L – Fiscal Year 1991-2006  


RIAA 800-803 EMI  North America P&L Fiscal Year 1990-1991   


RIAA 796-799 EMI  North America P&L Fiscal Year 1991-1992   


RIAA 792-795 EMI  North America P&L Fiscal Year 1992-1993   


RIAA 788-791 EMI  North America P&L Fiscal Year 1993-1994   


RIAA 784-787 EMI  North America P&L Fiscal Year 1994-1995   







 
 


 
 


RIAA 782-783 EMI  North America P&L Fiscal Year 1995-1996   


RIAA 780-781 EMI  North America P&L Fiscal Year 1996-1997   


RIAA 778-779 EMI  North America P&L Fiscal Year 1997-1998   


RIAA 764-777 EMI  North America P&L Fiscal Year 2004-2005   


RIAA 8369-8384 EMI Total Company P&L 1997-2004  


RIAA 759-761 EMI Total Company P&L 2006 Forecast  


RIAA 46231-46271 EMI Total North America Balance Sheet Fiscal Year 1998-2007  


RIAA 46272-46302 EMI Total North America Derived Cash flow  


RIAA 808 EMI Digital Mix – Budgeted Costs Fiscal Year 2006/2007  


RIAA 45557-45558 EMI Fiscal Year 2005/2006 Top Sellers  


RIAA 45555-45556 EMI Fiscal Year 2006/2007 Top Sellers  


RIAA 10162-10178 Sony Music Monthly Flash Book, March 1997  


RIAA 9650-9737 Sony Music Flash Book,  March 1996  


RIAA 10106-10122 Sony Music Monthly Flash Book, March 1997   


RIAA 9738-9830 Sony Music Monthly Flash Book, March 1997  


RIAA 9831-9928 Sony Music Monthly Flash Book, March 1998  


RIAA 10124-10141 Sony Music Monthly Flash Book, March 1998  


RIAA 9929-10030 Sony Music Monthly Flash Book, March 1999  


RIAA 10143-10161 Sony Music Monthly Flash Book, March 1999  


RIAA 10031-10033 Sony Music Flash Book, March 2000   


RIAA 10036-10100 Sony Summary of Revenue, Period Ending March 2000  


RIAA 10064-10067 Columbia Records Group March 2000 Flash Summary  


RIAA 10068-10071 Epic Records Group March 2000 Flash Summary  


RIAA 8462-8465 Nashville Label March 2000 Flash Summary  


RIAA 8298-8300 Loud Records March 2000 Flash Summary  


RIAA 10076-10077 Red March 2000 Flash Summary  


RIAA 9426-9462 Sony Music Monthly Flash Book, March 2001  


RIAA 9491 Sony Music Product Line P&L Cost Analysis 12 Months Ended March 31, 
2001  


RIAA 9474-9486 Sony Music Sales Summary By Product Line, March 2001  


RIAA 9439-9450 A&R Income Analysis Period Ended March 2001  


RIAA 545-550 Columbia Records Group March 2001 Flash Summary  


RIAA 8291-8294 Epic Records Group March 2001 Flash Summary  







 
 


 
 


RIAA 8458-8461 Nashville Label March 2001 Flash Summary  


RIAA 9423-9425 Sony Music Flash Book, March 2001  


RIAA 8295-8297 Loud Records March 2001 Flash Summary  


RIAA 9463-9473 Studio Operations Period Ended March 2001  


RIAA 9346-9422 Sony Music Flash Book, March 2002  


RIAA 9492-9568 Sony Music Monthly Flash Book, March 2003  


RIAA 9569-9649 Sony Music Monthly Flash Book, March 2004  


RIAA 10476-10505 Sony BMG Music Entertainment  


RIAA 10510-10525 Sony BMG Music Entertainment   


RIAA 10506-10507 Sony BMG U.S. Only 2000-2002  


RIAA 10105 Sony Music U.S.- Product Line P&L’s Cost Analysis  


RIAA 14878-14879 Sony BMG U.S. Only 2000-2006  


RIAA 10539-10540 Sony BMG U.S. Only 2000-2006  


RIAA 14988-14991 Sony BMG Music Entertainment US Millions  


RIAA 13220-13225 Sony BMG Mobile Monthly Accrual based on Weekly Marketing Reports 
Sony+BMG All REV  


RIAA 13226-13231 Sony BMG Online Monthly Label Accrual Based on Weekly Marketing 
Reports  


RIAA 14832-14834 US-2006 Digital Revenue Projections In US Millions  


RIAA 14914-14917 Digital Revenues US CY 2005-2006  


RIAA 12906-12915 Digital Revenues CY 2005-2006  


RIAA 13246-13272 Sony BMG Global Digital Business Status Update March 2006  


RIAA 13273-13302 CDB Staff Meeting December 2006  


RIAA 22-25 BMG Distribution Income Statement for the 13 Fiscal Years Ended June 
30, 2001  


RIAA 8431-8435 BMG Records Core, Digital and Provident 2002-2004  


RIAA 10537-10538 Company 31582 RLG Currency: USD  


RIA 14865-14866 Company 31582 RLG Currency: USD  


RIAA 14918 Pro-Forma Balance sheets US Operations  


RIAA 15203-15208 Wholesale Dollars, Suggested List Dollars, and Personal  


RIAA 15209 Retail, List and Wholesale CD Prices  


RIAA 8440-8448 Sony Label Overhead Allocations  


RIAA 10230-10231 BMG Distribution Sales by Cal Year  







 
 


 
 


RIAA 10180-10229 Sony Music Summary of Revenue Period Ended March 30, 2001  


RIAA 8408-8419 Sony Discos Core Year Ended December 31, 2004  


RIAA 8439 Sony-BMG Net Sales Revenue   


RIAA 58008-58011 SonyBMG Ancillary Income Summary 2007  


RIAA 10232-10233 SonyBMG Ancillary Income Summary 2007  


RIAA 14919 Unit Analysis-Physical –US exc Copyright  


RIAA 20435 UMG/ Income Statement, 1999-2005  


RIAA 20474-20475 UMG/ Income Statement, 1995-2006  


RIAA 20486 UMG/ Income Statement, 2007  


RIAA 20443-20460 UMG/ Income Statement Plans, 2002-September 2006  


RIAA 20489-20495 UMG/ Income Statement Plans, 2002, 2005, 2006  


RIAA 8385 UMG/ P&L, 2003-2004  


RIAA 53074 UMG/ Balance Sheet/ 1999  


RIAA 53075 UMG/ Balance Sheet/ 2000  


RIAA 53076 UMG/ Balance Sheet/ 2001  


RIAA 20438-20442 UMG/ Balance Sheet/ 2002  


RIAA 53077 UMG/ Balance Sheet/ June YTD 2007  


RIAA 20128-20212 UMG/ OH Expense/ 2000-2006  


RIAA 53268-53274 UMG/ OH by Function/ 2007   


RIAA 53277 UMG/ OH Detail/ 2006  


RIAA 20436 UMG/ OH by Function, 1999-2005  


RIAA 17781-17787 UMG/ OH by Function, 1999-2005  


RIAA 20370-20376 UMG/ OH by Function, 2006  


RIAA 53239 UMG/ Marketing Detail, 2007  


RIAA 17788-17793 UMG/ Marketing Detail, 1999-2005  


RIAA17794-17795 UMG/Marketing, 1999-2005  


RIAA 20369 UMG/ Marketing Detail, 2006  


RIAA 20485 UMG/ Marketing Detail, 2006  


RIAA 20103-20127 UMG/ P&L Global Report, 2000-2006  


RIAA 20481 UMG/ P&L Global Report, 2006   


RIAA 53240-53266 UMG/ P&L Global Report, 2002-06/2007  


RIAA 20437 UMG/ Commitment Tracking System Spent, 1999-2005  







 
 


 
 


RIAA 20487 UMG/ A&R Breakdown, 2006  


RIAA 20488 UMG/ Gross A&R Breakdown, 2006  


RIAA 20423 UMG/ Total Capitalized Recording Costs and Advances, 2002-2006  


RIAA 53276 UMG/ Anti-Piracy Costs, 2000-2007  


RIAA 20377-20378 UMG/ Royalty Payment Balance, 2000-2006  


RIAA 18173-18183 UMG/ New Business Models, 06/23/04  


RIAA 17967-17984 UMG/ Digital Music Sales, 02/2005  


RIAA 18202-18209 UMG/ Digital Music Business, 05/17/2005   


RIAA 18089-18090 UMG/ Digital Revenue, 2004-2005  


RIAA 18021-18033 UMG/ Digital Business Review, 08/30/2006  


RIAA 18011-18020 UMG/ Digital Business Review: 3-5 Year Plan, 08/31/2006  


RIAA 18161-18172 UMG/ Digital Revenue Analysis UMG vs. WMG, 09/2006  


RIAA 20433 UMG/ Digital Revenue by Partner & Service, 2004  


RIAA 20432 UMG/ Digital Revenue by Partner & Service, 2005  


RIAA 20431 UMG/ Digital Detail, 1999-2005  


RIAA 20100 UMG/ Digital Detail, 2006  


RIAA 20434 UMG/ E-Business/Mobile Income, 2005  


RIAA 53238 UMG/ Digitization Costs, 2005-2007  


RIAA 8543-8546 UMG/ Financial Statements for Polygram Holding, 1996  


RIAA 20466 UMG/ Physical Sales Detail, 2000  


RIAA 20467 UMG/ Physical Sales Detail, 2001  


RIAA 20428 UMG/ Physical Sales Detail, 2002  


RIAA 20469 UMG/ Physical Sales Detail, 2003  


RIAA 20470 UMG/ Physical Sales Detail, 2004  


RIAA 20425 UMG/ Physical Sales Detail, 2005  


RIAA 20424 UMG/ Physical Sales Detail, 1999-2005  


RIAA 20101-20102 UMG/ Physical Sales Detail, 2006  


RIAA 53275 UMG/ Physical Sales Detail, 2007  


RIAA 20674-20675 UMG/ Sales, 1999-2001  


RIAA 20678-20679 UMG/ P&L, 1989-2001  


RIAA 20676-20677 UMG Sales 2002  


RIAA 18066-18088 Universal Music Group in 2003 and Today, dated May 2006  







 
 


 
 


RIAA 17902-17926 Universal Music Group Presentation, dated February 2007  


RIAA 26527-26553 WMG/ Income Statements, 12/1999  


RIAA 26554-26581 WMG/ Income Statements, 12/2000  


RIAA 26582-26611 WMG/ Income Statements, 12/2001  


RIAA 26612-26643 WMG/ Income Statements, 12/2002  


RIAA 26644-26675 WMG/ Income Statements, 11/2003  


RIAA 27940-27972 WMG/ Income Statements, 09/2004  


RIAA 20682-20687 WMG/ Income Statements- WEA Distribution, 12/1998  


RIAA 26514-26516 WMG/ Income Statements- WMUS Label, 4th Qtr.1999  


RIAA 21154-21161 WMG/ Income Statements- U.S. Label Operations, 11/1999  


RIAA 20688-20693 WMG/ Income Statements- WEA  Distribution, 12/1999  


RIAA 26511-26513 WMG/ Income Statements- WMUS Label, 4th Qtr. 2000  


RIAA 21146-21153 WMG/ Income Statements- U.S. Label Operations, 11/2000  


RIAA 20694-20699 WMG/ Income Statements- WEA Distribution, 12/2000  


RIAA 26508-26510 WMG/ Income Statements- WMUS Label, 4th Qtr. 2001  


RIAA 21138-21145 WMG/ Income Statements- U.S. Label Operations, 11/2001  


RIAA 20700-20701 WMG/ Income Statements- WEA Distribution, 12/2001  


RIAA 26505-26507 WMG/ Income Statements- WMUS Label, 4th Qtr. 2002  


RIAA 21130-21137 WMG/ Income Statements- U.S. Label Operations, 11/2002  


RIAA 39360-39361 WMG/ Income Statements- WEA Distribution, 11/2002  


RIAA 22118-22136 WMG/ Income Statements- WMG Country United States, 09/2002  


RIAA 26502-26504 WMG/ Income Statements- WMUS Label, 4th Qtr. 2003  


RIAA 21122-21129 WMG/ Income Statements- U.S. Label Operations, 11/2003  


RIAA 39362-39363 WMG/ Income Statements- WEA Distribution, 11/2003  


RIAA 22098-22117 WMG/ Income Statements- WMG Country United States, 09/2003  


RIAA 26499-26501 WMG/ Income Statements- WMUS Label, 4th Qtr. 2004  


RIAA 39370-39381 WMG/ Income Statements- WMUS Label, 09/2004  


RIAA 21110-21121 WMG/ Income Statements- WMUS Label, 09/2004  


RIAA 28429-28463 WMG/ Income Statements, 2004  


RIAA 39646-39648 WMG/ Income Statements- WMG Parent, 09/2004  


RIAA 28526-28543 WMG/ Income Statements- WMG Country United States, 2nd Qtr. 2004  


RIAA 8420-8422 WMG/ Income Statements- Total US Labels, 09/2004  







 
 


 
 


RIAA 26496-21109 WMG/ Income Statements- WMUS Label, 4th Qtr. 2005  


RIAA 28464-28495 WMG/ Income Statements, 2005   


RIAA 39649-39651 WMG/ Income Statements- WMG Parent, 09/2005  


RIAA 21975-21980 WMG/ Income Statements- WMG Country United States, 2nd Qtr. 2005  


RIAA 24069-24071 WMG/ Income Statements- WMUS Label, 03/2006    


RIAA 24075-24077 WMG/ Income Statements-WMUS Label, 06/2006  


RIAA 24081-24083 WMG/ Income Statements- WMUS Label, 09/2006  


RIAA 24084-24086 WMG/ Income Statements- WMUS Label, 09/2006  


RIAA 24057-24059 WMG/ Income Statements- WMUS Label, 12/2006  


RIAA 26518-26520 WMG/ Income Statements- WMUS Label, 4th Qtr. 2006  


RIAA 23788-23791 WMG/ Income Statements- Summary by Entity Total U.S. Label, 2006 
YTD  


RIAA 23785-23787 WMG/ Income Statements- Summary by Entity Total U.S. Label, 2006 
QTD  


RIAA 23781-23784 WMG/ Income Statements- Summary by Entity Total U.S. Label, 2006 
QTD  


RIA  23778-23780 WMG/ Income Statements- Summary by Entity Total U.S. Label, 2006 
QTD  


RIAA 23772-23774 WMG/ Income Statements- Summary by Entity Total U.S. Label, 2006 
QTD  


RIAA 21083-21097 WMG/ Income Statements- WMUS Label, 09/2006  


RIAA 22001-22030 WMG/ Income Statements,  2006  


RIAA 39652-39655 WMG/ Income Statements, 09/2006  


RIAA 21981-21986 WMG/ Income Statements- WMH Country United States, 2nd Qtr. 2006  


RIAA 24063-24065 WMG/ Income Statements- WMUS, 12/2007  


RIAA 23775-23777 WMG/ Income Statements- Total US Labels, 2007  


RIAA 39409-39423 WMG/ Income Statements- WMUS Label, 06/2007  


RIAA 39642-39645 WMG/ Income Statements- WMG Parent, 03/2007  


RIAA 28403-28408 WMG/ Balance Sheets, 11/2002  


RIAA 28399-28402 WMG/ Balance Sheets, 11/2003  


RIAA 21990-21994 WMG/ Balance Sheets, 11/2003  


RIAA 21989 WMG/ Balance Sheets, 09/2004  


RIAA 21988 WMG/ Balance Sheets, 09/2004  


RIAA 21987 WMG/ Balance Sheets, 09/2005  







 
 


 
 


RIAA 21986 WMG/ Balance Sheets, 09/2006  


RIAA 21050-21067 WMG/ U.S. Label Operations Overhead Summary, November 1999  


RIAA 21031-21409 WMG/ U.S. Label Operations Overhead Summary Report, November 2000  


RIAA 21009-21030 WMG/ U.S. Label Operations Overhead Summary Report, November 2001  


RIAA 20986-21008 WMG/ U.S. Label Operations- Overhead Summary Report, November 2003  


RIAA 39424-39442 WMG/ U.S. Label Operations- Overhead Expense by Department,  


RIAA 39443-39458 WMG/ U.S. Label Operations- Overhead Expense by Department  


RIAA 25435-25436 WMG/Corporate Overhead-Summary  


RIAA 23792-23808 WMG/ U.S. Label Operations- Overhead Expense by Department  


RIAA 39364-39366 WMG/Expense by Detail Report- U.S. Label Operations, September 2004  


RIAA 39367-39369 WMG/Expense by Detail Report- U.S. Label Operations, September 2005  


RIAA 20983-20985 WMG/Expense by Detail Report- USOPS- U.S. Label Operations, 
November 2005  


RIAA 24066-24068 WMG/Expense by Detail Report- WMUS Recorded Music Entities, March 
2006  


RIAA 24072-24074 WMG/Expense by Detail Report-WMUS Recorded Music Entities, June 
2006  


RIAA 24078-24080 WMG/Expense by Detail Report- WMUS Recorded Music Entities, 
September 2006  


RIAA 24054-24056 WMG/Expense by Detail Report- WMUS Recorded Music Entities, 
December 2006  


RIAA 24060-24062 WMG/Expense by Detail Report- WMUS Recorded Music Entities, 
December 2007  


RIAA 25351-25367 Warner Bros.- September 2005 Forecast  


RIAA 25630-25652 Warner Bros. Family of Labels- 2006 Budget  


RIAA 24962-24975 WBR Family of Labels- 2007 Budget- Round 2  


RIAA 25128-25141 Warner Music UK- 2007 Budget Review Meeting, July 26, 2006  


RIAA 25044-25127 Warner/Chappell Music- Budget Presentation, July 26, 2006  


RIAA 38583-38630 WMG Digital Strategy & Business Development- 2008 Digital Outlook, 
May 17, 2007  


RIAA 28654-28584 WMG Digital Strategy & Business Development- 5-Year Digital Revenue 
Forecast Review, May 25, 2006  


RIAA 22585-22600 WMG Digital Revenues- FY07 Budget Round 1 U.S. Presentation, June 28, 
2006  


RIAA 38671-38677 WMG U.S. Recorded Music Revenues- FY08 Budget Round 1, June 28, 







 
 


 
 


2007  


RIAA 38678-38697 WMG Digital Revenues- FY08 Budget Round 2, July 31, 2007  


RIAA 22687-22688 WMG Digital Strategy & Business Development- 5-Year Digital Revenue 
Forecast, Analyst Report  


RIAA 22548-22584 WMG 5-Year Digital Revenue  


RIAA 39183-39273 WMG 5-Year Digital Revenue  


RIAA 26521 WMG, Digital Revenue Analysis  


RIAA 25220-25257 WMG 5-Year Digital Revenue- November FY07 Forecast, November 29, 
2006  


RIAA 45260 WMG-IT Cost Surrounding Digital  


RIAA 22279-22377 WMG Digital Revenues-February Forecast 2006 


RIAA 22461-22546 WMG Digital Revenues-Budget 2007  


RIAA 22378-22460 WMG Digital Revenues-Budget 2007  


RIAA 22690-22733 WMG Digital Revenues-Budget 2007  


RIAA 22689 WMG Digital Revenues-Budget 2007  


RIAA 22601-22686 WMG Digital Revenues-Budget 2007  


RIAA 58081-58083 WMG News Release, WMG Reports First Half Results 


RIAA 58079-58080 Email from Corporate Communications re: WMG 1st Half Year End Results  


RIAA 26114 WMG, Overhead Marketing  


RIAA 25431 Misc. WMG Financial documents   


RIAA 25432 Misc. WMG Financial documents   


RIAA 20680-20681 Warner Elektra Atlantic Corporation Consolidated Statement of Income and 
Expenses, Period ending December 20, 1996  


RIAA 20935 Misc. WMG Financial documents   


RIAA 23211 WMG, Select Financial Information, dated May 31, 2004  


RIAA 26517 Misc. WMG Financial documents 


RIAA 24987-25043 WMI FYE 2006 Presentation  


RIAA 22547 Misc. WMG Financial documents  


RIAA 25142 WMI Budget 2007- Top Sellers 2007-2006-Bud 2006  


RIAA 25143-25145 WMG Sales Stats, 2007 & 2007  


RIAA 26522-26523 WMG Data re: Subscription Service  


RIAA 58084 WMG, Select Financial Information, dated May 31, 2004  


RIAA 26040 WMG, RTD Thru Period December 2006 (Financial) P&L  







 
 


 
 


RIAA 26036-26037 WMG, RTD Thru Period December 2006 (Financial) P&L  


RIAA 26038-26039 WMG, RTD Thru Period December 2006 (Financial) P&L  


RIAA 25433 WMG, MUR Calculation for the PV-Over/Under Actuals, 2006 for Budget  


RIAA 25434 WMG, MUR Calculation for the PV-Over/Under Actuals, 2006 for 
September Present View  


RIAA 26524-26526 Atlantic Record Group, YTD1999-2005  


RIAA 27937 Atlantic Record Group, YTD1999-2005  


RIAA 27938 Atlantic Record Group, YTD1999-2005  


RIAA 27939 Atlantic Record Group, YTD1999-2005  


RIAA 26490-26492 Atlantic Record Group, YTD1999-2005  


RIAA 26493-26495 WMG/ Income Statements- WMUS, 1ST Quarter 2006 YTD  


RIAA 25809-25828 The Atlantic Group- 2006 Original Budget, 2005 June Forecast, June 15, 
2005  


RIAA 25653-25674 The Atlantic Group- 2006 Original Budget, 2005 June Forecast, July 18, 
2005  


RIAA 24940-24950 Atlantic Records- 2007 Budget-Round 2   


RIAA 25876-25882 The Atlantic Group-, 2005 June Forecast, June 15, 2005  


RIAA 25258-25273 Atlantic Records- September 2005 Forecast  


RIAA 25438-25451 Atlantic Records- November 2005 Forecast  


RIAA 25939-25975 Atlantic Records- February 2006 Forecast, March 1, 2006  


RIAA 25544-25555 Atlantic Records- May 2006 Forecast  


RIAA 25147-25159 Atlantic Records- 2007 November  Forecast  


RIAA 25318-25332 Incubator- September 2005 Forecast   


RIAA 25907-25922 Incubator- February 2006 Forecast   


RIAA 25194-25205 Incubator- November 2006 Forecast   


RIAA 25869-25875 Rhino Entertainment- 2005 June Forecast  


RIAA 25333-25350 Rhino Entertainment- September 2005 Forecast  


RIAA 25452-25468 Rhino Entertainment- November 2005 Forecast  


RIAA 25846-25861 Rhino Entertainment- 2006 Budget  


RIAA 25692-25709 Rhino Entertainment- 2006 Budget  


RIAA 25923-25938 Rhino Entertainment- February 2006 Forecast  


RIAA 25605-25615 Rhino Entertainment- May 2006 Forecast  


RIAA 25207-25219 Rhino Entertainment- 2007 November  Forecast- 11/27/2006  







 
 


 
 


RIAA 26014-26024 Rhino Entertainment- 2007 Budget- Round 1  


RIAA 24976-24986 Rhino Entertainment- 2007 Budget- Round 2  


RIAA 25437 Cordless Recordings-Full Year 2006 Current Forecast  


RIAA 25206 RYKO- Full Year 2007 November Forecast  


RIAA 25998-26013 ADA- 2007 Budget  


RIAA 24911-24927 ADA- 2007 Budget  


RIAA 25490-25503 ADA- November 2005 Forecast 


RIAA 25891-25906 ADA- February 2006 Forecast  


RIAA 25577-25591 ADA- May 2006 Forecast  


RIAA 25180-25193 ADA- 2007 Forecast  


RIAA 24928-24939  Independent Label Group 2007 Budget – Round 2  


RIAA 25592-25604 Independent Label Group May 2006 Forecast  


RIAA 25829-25845 Bad Boy 2006 Original Budget, 2005 June Forecast, dated June 15, 2005  


RIAA 25869-25875 Rhino Entertainment- 2005 June Forecast  


RIAA 25675-25691 Bad Boy 2006 Original Budget – Round 2, 2005 June Forecast, dated July 
18, 2005  


RIAA 25291-25307 Bad Boy Records September 2005 Forecast  


RIAA 25274-25290 Bad Boy Records September 2005 Forecast  


RIAA 25469-25482 Bad Boy Records November 2005 Forecast  


RIAA 25504-25516 Bad Boy Records November 2005 Forecast – Old  


RIAA 25976-25991 Bad Boy Records February 2006 Forecast  


RIAA 25556-25569 Bad Boy May 2006 Forecast, dated May 17, 2006  


RIAA 25160-25172 Bad Boy Records 2007 November Forecast  


RIAA 24951-24961 Bad Boy Records 2007 Budget – Round 2  


RIAA 20702-20714 WEA Group – Retail Price – Analysis Report (Period Ended 12/19/97)  


RIAA 20897-20937 WEA Distribution: Sales by Configuration & Retail Price (Fiscal 2001)  


RIAA 20938 Ryko Corp. Physical Sales Breakdown (01/01 through 12/31)  


RIAA 25710-25723 WEA Budget 2006 (Round 2) & June 2005 PV  


RIAA 25992-25997 WEA Distribution – 2007 Budget – Round 1  


RIAA 24892-24910 WEA Distribution – 2007 Budget – Round 2  


RIAA 20715-20779 Warner – Retail Price – Analysis Report (Period Ending 12/18/98)  


RIAA 20780-20837 Warner – Retail Price – Analysis Report (Period Ending 12/17/99)  


RIAA 20838-20896 Warner – Retail Price – Analysis Report (Period Ending 12/15/00)  







 
 


 
 


RIAA 25308-25317 WEA Distribution September 2005 Forecast  


RIAA 25483-25489 WEA Distribution November 2005 Forecast  


RIAA 25883-25890 WEA Distribution February 2006 Forecast  


RIAA 25570-25576 WEA Distribution May 2006 Forecast  


RIAA 25173-25179 WEA Distribution November 2007 Forecast  


RIAA 25368-25430 Maverick & Word Entertainment – September 2005 Forecast  


RIAA 58190 EMI License Income Detail Fiscal Year 2003-2007  


RIAA 59283 UMG/ Anti-Piracy Expenses, 2006  


RIAA 59636-59641 UMG/ OH by Department/ 2005  
RIAA 59628-59635 UMG/ OH by Department/ 2004  
RIAA 59642 UMG/ Digital Revenue by Partner, 2004-2007  
RIAA 58852-58853 Sony Physical Sales, 2005-2007  
RIAA 59644 UMG/ CD Net Sales and Manufacturing Costs, 2002-2006  
RIAA 58886-58894 Sony Global Digital Pricing, 10/10/2004  
RIAA 20379-20380 UMG CD Pricing, effective December 26, 2005  
RIAA 813 EMI Average Pricing Per Unit  
RIAA 39891-39893 EMI Mobile Price Card, dated October 2006  
RIAA 39885-39888 EMI Price Card, effective October 9, 2006  
RIAA 48495-48499 Sony BMG Rate Card, updated on August 13, 2007  
RIAA 21098-21109 WMG Income Statement, dated September 2005  
RIAA 21984-21986 WMG Income Statement, 2nd Quarter 2006 YTD  
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 


Washington, D.C. 20549 


FORM 10-K 
El ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 


For the fiscal year ended 
March 31,2007 


or 


TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 
1934 


Commission File Number: 000-32373 


Napster, Inc. 
(Exact name of registrant as specified in its charter) 


Delaware 
(State or other jurisdiction of 


incorporation) 


77-0551214 
(I.R.S. Employer 


Identification Number) 


9044 Melrose Ave. 
Los Angeles, CA 90069 


(Address of principal executive offices, including zip code) 


Registrant's telephone number, including area code: (310) 281-5000 


Securities registered pursuant to  Section 12(b) of the Act: 
Title of Each Class 


Common Stock, 50.001 par value 
Rights to Purchase Serles A Partlcipatlng 


Preferred Stock, 50.001 par value 


Name of Each Exchange on Which Registered 
The Nasdaq Stock Market LLC 
The Nasdaq Stock Market LLC 


Securities registered pursuant to Section 12(g) of the Act: None 


lndicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes 
No m 


lndicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the 
Act. Yes No El 


lndicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the 
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to 
file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes Ei No 


lndicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and 
will not be contained, to the best of registrant's knowledge, in definitive proxy or information statements incorporated by reference 
in Part Ill of this Form 10-K or any amendment to this Form 10-K. El 


lndicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See 
definition of 'accelerated filer and large accelerated filer" in Rule 12b-2 of the Exchange Act (Check one): 


Large accelerated filer Accelerated filer Ei Non-accelerated filer 


lndicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes 
No Ei 


As of September 29, 2006, the aggregate market value of voting and non-voting common equity held by non-affiliates of the 
registrant was approximately $187 million. For this computation, Napster has excluded the market value of all common stock 
beneficially owned by all executive officers and directors of Napster as a group. As of May 31, 2007, the number of outstanding 
shares of common stock of the registrant was approximately 46,400,000. 


DOCUMENTS INCORPORATED BY REFERENCE 
Portions of our definitive proxy statement for the 2007 annual meeting of stockholders, to be held on September 20, 2007, 


have been incorporated by reference into Part Ill of this annual report. 
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INTRODUCTION AND NOTE ON FORWARD LOOKING STATEMENTS 


We are a Delaware corporation, and our principal executiveoffices are lomted at 9044 Melrose Avenue, Los Angeles, 
California 90069. 


Forward-Looking Statements 


In addition to current and historical information, this Annual Report contains forward-looking statements within the meaning 
of the Private Securities Litigation Reform Act of 1995. These statements relate to our future operations, prospects, potential 
products, services, developments and business strategies. These statements can, in some cases, be identified by the use of 
terms such as 'may," "will," 'should," "could," "would," "intend," 'expect," "plan," "anticipate," 'believe," "estimate," 'predict," 
'project," "potential," or 'continue" or the negative of such terms or other comparable terminology. This Report includes, among 
others, forward-looking statements regarding: 


growth in broadband internet connectivity and consumer adoption of portable electronic devices driving growth in the 
online music industry; 


our ability to successfully enter into additional strategic partnerships; 


our ability to keep subscriber acquisition costs at the low levels we have recently achieved and keep overall marketing 
spend at the reduced run rate; 


our ability to reduce subscriber churn; - our ability to build the Napster brand; 


our competitive advantages; 


our ability to continue to innovate by investing in new services and technologies; 


our expectations concerning the future increases in service revenues; 


* our expectations that gross margins will not fluctuate; 


our expectations that research and development expenditures will remain flat; 


our expectations that sales and marketing expense will remain flat; 


our expectations concerning our ability to control growth in general and administrative expense; 


our expectations that we will continue to expand our subscriber base; and 


our expectations that our existing cash, cash equivalents and short-term investments will provide sufficient capital to 
meet our requirements for at least the next twelve months. 


These statements involve certain known and unknown risks, and uncertainties that could cause our actual results to differ 
materially from those expressed or implied in our forward-looking statements. Such risks and uncertainties include, among others, 
those listed in Part I Item 1A, "Risk Factors" of this Annual Report on Form 10-K. We do not intend, and undertake no obligation, 
to update any of our forward-looking statements after the date of this Report to reflect actual results or future events or 
circumstances. 


The name 'Napstet", our tagline, Napster.com, Napster Light, Napster To Go and Napster Mobile are trademarks of Napster, 
Inc. or its subsidiaries in the United States andlor other countries. Other trademarks and tradenames appearing in this annual 
report are the property of their respective holders. 
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PART l 


ITEM 1. BUSINESS 


Napster, among the most recognized brands in digital music, is a leading provider of online music for the consumer market. 
Our digital music distribution services enable fans to sample, listen to, subscribe to and purchase from one of the world's largest 
and most diverse online music catalogs utilizing a secure and legal platform. Napster users have access to songs from all major 
labels and hundreds of independent labels, and have many ways to discover, share and acquire new music and old favorites. 


Subscribers to the Napster service receive unlimited access to our more than 4 million song catalog. Subscribers can either 
stream or download music with high quality sound and enjoy their music in an advertising-free environment. In addition, 
subscribers can access many features including radio, Billboard charts and many community features, and are able to enjoy their 
music on a variety of media including personal computers, CDs, MP3 players, music-enabled cellular phones and digital media 
devices for the living room. Napster services are currently available in North America, Japan and parts of Europe. 


Napster is headquartered in Los Angeles. 


Until December 17, 2004, Napster was known as 'Roxio, Inc.", and we operated our business in hrvo divisions, the consumer 
software division ('CSD") and the online music distribution division, also known as the Napster division. 


On December 17, 2004, we completed the sale of substantially all of the assets and liabilities of CSD to Sonic Solutions, a 
California corporation ("Sonic"), including all of the capital stock of certain international subsidiaries. Since the sale of CSD, we 
have focused exclusively on our online music distribution business under the Napster brand and, since January 3. 2005, have 
been traded on the Nasdaq Stock Market under the symbol "NAPS". 


Napster was incorporated in Delaware in August 2000. We maintain executive offices and principal facilities at 9044 Melrose 
Avenue, Los Angeles, California 90069. Our telephone number is 310-281-5000. 


For financial information about our single segment and geographic areas, please see Note 11 to our consolidated financial 
statements included in Item 8 of this Annual Report. 


Industry Background 
Consumers are fundamentally changing the way that they interact with content, as traditional methods of delivery are being 


rapidly replaced by newer digital technologies that offer a much greater degree of freedom and flexibility. 'This trend has been 
fueled by the rapid growth of lnternet usage by consumers, particularly as a result of broadband connections that enable content 
to be transferred securely at much higher speeds, and a number of powerful new technologies for compressing and sharing digital 
content using a personal computer. The playback and enjoyment of content obtained over the lnternet is not limited to the PC. 
Content can be 'burned" to CDs easily,and affordably, or transferred to a growing number of portable consumer devices, including 
MP3 players, music-enabled cell phones, and digital media devices for the living room. Additionally, consumers can also enjoy 
and acquire content directly over-the-air ("OTA") via advanced wireless networks and download content directly to music-enabled 
cell phones. The increasing adoption of portable digital players further increases the demand for content as consumers look to 'fill 
up" their players with music, personal photos and videos. Consumers are embracing technologies and services that allow them to 
conveniently obtain, manage and move digital content in an easy and affordable manner. 
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The growth of consumer Internet connectivity, particularly broadband and the deployment of third generation ('JG") mobile 
networks, has increased consumer access to digital media. 


Broadband PC Internet connections enable consumers to transfer data more quickly than on traditional dial-up connections. 
Data transfer speed becomes increasingly important as the size of the information being transferred grows. The deployment of 3G 
mobile networks now allow consumers to access music and other content anytime and anywhere and to download it at broadband 
speeds to their music-enabled cell phone. We believe these trends, along with other new technologies, will improve consumers' 
access to digital media. As transfer speed for digital media to consumers' PCs via the Internet and to consumers' music-enabled 
cell phones via 3G networks continues to improve, we believe that consumers will continue to seek products and services that 
help them quickly and easily find and access content, manage their own collection of digital assets, and help them move their 
personal collection from their PCs to other media such as CDs, DVDs and digital entertainment devices, including portable MP3 
players and music-enabled cell phones. 


Portable devices, including MP3 players and music-enabled cell phones, have proliferated and their uses have increased. 


Many users are playing back digital music, spoken word and video content via consumer electronics devices such as 
portable MP3 players. The market for portable MP3 players is rapidly expanding. According to the music trade body International 
Federation of the Phonograpic Industry, in its report entitled "Digital Music Report 2007", portable player sales totaled around 
120 million in 2006, an increase of 43 percent over the previous year. In addition. since fall 2004, a number of device 
manufacturers, including most of the major mobile phone manufacturers, have incorporated, or announced that they plan to 
incorporate, Microsoft's Windows Media Digital Rights Management 10 technology ("WMDRM10") into portable MP3 players and 
mobile phones. WMDRMIO technology allows users to extend their online music subscriptions to their portable MP3 players and 
mobile phones, providing them greater flexibility in the use of their music collections. 


The use of these devices has created demand for services that can provide permanent or limited access to content to "fill" 
these devices. 


Our Solution and Products 


We deliver online music to our customers as individual downloads and through subscriptions accessible via personal 
computers and wireless devices. 


We offer PC based music subscription services, Napster and Napster To Go, which provide consumers in the United States 
with unlimited, high fidelity, access to over 4,000,000 tracks for monthly fees of $9.95 and $14.95, respectively. Napster 
subscribers enjoy unlimited access to CD-quality music on up to lhree computers and have access to over 50 interactive radio 
stations, hundreds of pre-programmed playlists, unlimited dynamically created radio stations, extensive community features, 
personalization features, message boards, historical Billboard chart information and enhanced programming. Napster To Go 
subscribers can transfer an unlimited amount of music from Napster to their choice of over 65 compatible MP3 players for the 
entire term of their subscription without having to purchase individual tracks and albums a la carte. Napster To Go subscribers can 
access their music on up to three PCs and three compatible MP3 players or music-enabled cell phones. In addition, all Napster 
subscribers enjoy community features, such as the ability to send song links to friends, and our subscribers can browse other . 
subscribers' published collections. We also offer Napster and Napster To Go in Canada, Germany, the United Kingdom and 
Japan at fees that are based on the local currency and vary accordingly. The feature sets and track availability in these countries 
vary slightly from the United States. 
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During fiscal 2007 we launched a wireless music service branded Napster Mobile. In conjunction with Ericsson, the leading 
wireless telecommunications supplier, we offer ringtones, OTA downloads with dual delivery and wallpapers via a variety of mobile 
carriers in the United States and Europe, including CingularlAlT, 0 2  Ireland, TMN in Portugal, SunComm and Dobson. Using 
Napster Mobile, customers are able to purchase music downloads from our full music catalog using their mobile phone handset 
and have the songs delivered OTA to their handsets with a copy sent to their PC as well. Napster Mobile is also available in Japan 
through distribution agreements our. Japanese Joint Venture has entered into with Japanese wireless telecommunications 
suppliers N l T  DoCoMo and KDDI. 


We also provide a PC download music store, called Napster Light, where customers (including those who are not 
subscribers) can purchase individual tracks for $0.99 each or albums starting at $6.95. These tracks can be 'burned" to a CD or 
transferred to an MP3 player. 


Napster's United States catalog of available music exceeds four million tracks, and all content is licensed from major music 
companies, including EM1 Recorded Music, Sony BMG, Universal Music Group and Warner Music Group, as well as numerous 
independent labels, on a non-exclusive basis. 


Our Strategy 
Our objective is to become the leading global provider of consumer digital music services. W; intend to pursue the following 


key strategic initiatives to accomplish our objective: 


Continue to Pursue and Execute Strategic Partnerships 


We intend to enter into additional strategic partnerships with the goal of delivering the best experience for consumers and 
reducing our subscriber acquisition costs. Strategic partnerships allow us to enhance, expand upon and complement our product 
offerings and increase our distribution by joining with companies that have significantly greater resources and specific expertise 
than we do. To date, we have entered into strategic partnerships with technology companies (Ericsson, CingularlAT&T, Microsoft, 
Intel), hardware companies (iRiver, Samsung, Gateway, Toshiba, Creative Labs), retailers (Tower Records Japan, Circuit City, 
Radio Shack, The Link. PC World, Currys), online entertainment companies (AOL) and others. 


Continue to Innovate by Investing in New Sewices and Technologies 


We plan to continue to innovate by investing in product development to improve our services, expand the breadth of our 
service offerings, and maintain compatibility with popular technology standards. A significant focus of our future development 
efforts will be on mobile content delivery. We plan to enable paid subscribers to enjoy their subscriptions on an increased number 
of and variety of devices including even more mobile devices. 


Continue to reduce our Subscriber Customer Acquisition Cost and Chum 


We have substantially reduced Subscriber Acquisition Cosl ('SAC") over the last year as we have moved away from offline 
advertising to targeted online spend where we can achieve lower acqu~sition cost per trialer. We have also increased our focus on 
our strategic distribution partners where we have shifted away from an earlier framework of giving advances and guaranteed 
market development funds to a more variable based cost model where we pay bounties only when we acquire subscribers. With 
this partner based variable cost approach we expect to be able to maintain SAC at the historically low levels we have recently 
achieved. 
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We have also reduced customer turnover ("churn") substantially over the last year. We believe that improvements to our 
product, such as improved programming and personalization, have helped keep our subscribers more engaged in the service. 
Improved compatibility with MP3 players has also contributed to a much better user experience. We expect that the availability of 
additional compatible music-enabled cell phones and further improvements to our product and user experience will help us to 
continue to drive down churn in fiscal 2008. 


Sales, Marketing and Support 


In the United States, we have an integrated marketing program and communication strategy with the goal of increasing the 
number of visitors who come to Napster. We primarily focus our marketing efforts on online advertising, where we can most cost 
effectively reach our target audience of 25-40 year-olds, as well as strategic partnerships where we can market our service with 
complementary products. 


In the United Kingdom and Germany, we also market our paid Napster service directly to consumers through a 
predominately online marketing program, consistent with the existing strong awareness and perception of the Napster brand. The 
marketing message is focused on our subscription service, which differentiates our offering from many of our competitors. Our 
online marketing program includes advertising placements on a number of web sites (including affiliate partners) and search 
engines. 


We enter into partner programs directly with PC, MP3 player and phone manufacturers, whereby our Napster music service 
andlor soflware is either preloaded on the hard drive (in the case of PCs) or in the device box (in the case of MP3 players and 
music-enabled cell phones). We also have relationships with a number of direct-to-consumer retailers, such as Circuit City in the 
United States and wireless carriers, such as AT&TlCingular in the United States. Marketing efforts initiated via these relationships 
range from the sale of Napster retail products, such as prepaid download cards, to more extensive promotions, including inclusion 
in the retail chain's or wireless carrier's own advertising efforts, special promotions and in-store displays. We also enter into 
relationships with online entertainment companies, such as AOL, whereby our partners include links to our service from pages on 
their website. 


We expect that our advertising and promotional efforts will continue to focus on building the Napster brand and aggressively 
supporting our products, such as Napster To Go and Napster Mobile. 


Product Development 


We have considerable in-house engineering skill in the areas of digital media delivery, content management, and digital 
rights management. We have built and maintain (i) a distribution system tailored to manage digital media files and the associated 
metadata and associated usage rights; (ii) a scalable e-commerce and media delivery infrastructure, which can support a range of 
business models for the delivery of digital music (and other digital media content like video and audiobooks) including a la carte 
and subscription services; and (iii) a digital rights management platform that provides security for the digital media assets, as well 
as the ability to tailor usage rights and offerings to end consumers. The digital rights management capability supports portable 
subscriptions-the ability to download an unlimited amount of content to a set number of portable devices, and to continue to 
allow users access to that content as long as they continue to pay their subscription fee. We intend to continue development of 
improved distribution systems and additional features of our service. Near term, our product development will focus on ensuring 
that our products work with additional MP3 players and other mobile devices as the market evolves. 


Research and development expenses for our Napster business totaled $1 1.0 million in the year ended March 31,2007 
("fiscal 2007"), $13.1 million in the year ended March 31, 2006 ("fiscal 2006") and $12.1 million in the year ended March 31, 2005 
("'fiscal 2005"). 
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Customers 
Our online music services are offered directly to end users by us through our website, affiliate network and partners that 


have procured site licenses. We also sell prepaid cards through our retail partners and bundle our services with OEM partners, 
such as iRiver, Dell, Creative Labs and Samsung. We have licensed certain merchandising rights to select third parties and 
expect to continue to do so in the future. 


Competition 


The markets we are targeting are highly competitive, and we expect competition to increase in the future. Increased 
competition may result in price reductions and loss of market share, which could reduce our future revenues and otherwise harm 
our business. Primary competitors for online music services include Apple Computer's iTunes Music Store, RealNetworks, Inc.'s 
Rhapsody, Yahoo! Music Unlimited, MTV's Urge and Sony Connect. Other competitors include online and offline retailers such as 
Amazon.com and WalMart, satellite radio providers such as XM and Sirius, carrier-branded music services offered directly by 
mobile operators such as Verizon (via its V-cast service) and Sprint (through its Music Store) or third-party branded music 
services, such as Jamba, offered by mobile operators. Our digital music distribution business also faces competition from 'free" 
peer-to-peer services, such as Limewire, KaZaA, Morpheus, BitTorrent and a variety of similar services that allow computer users 
to connect with each other and to copy many types of program files, including music and other media, from one another's hard 
drives, all without securing licenses from content providers. 


We believe that the principal competitive factors affecting the market for our services include programming, features, price 
and performance, quality of customer support, compatibility with popular hardware devices and brand. We believe that we 
compele more favorably than many of our current competilors wilh respect to some or all of these factors. 


Intellectual Property 


Our success and ability to compete depend substantially upon our intellectual property. As of June 1, 2007, we had 27 
pending United States and foreign patent applications. These applications cover online music distribution functionality and peer- 
to-peer technology. As of June 1. 2007, we had hvelve United States and foreign patents issued. with terms ending in 2017 
through 2027. 


Employees 


As of March 31, 2007, Napster had 138 employees, of which 13 provide support to the online music service (maintaining 
content and providing customer care), 27 were in sales and marketing, 60 were in engineering and product development and 38 
were in finance, administration and operations. 


Our future performance depends, in significant part, upon our ability to attract new personnel and retain existing personnel in 
key areas including engineering, technical support and sales. None of our employees is represented by a collective bargaining 
agreement. We have not experienced any work stoppages, and we consider our relations with our employees to be good. 
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Investor Information 


Our website is located at http:llwww.napster.com. Our investor relations website is located at http:llinvestor.napster.com. We 
make available free of charge on our investor relations website under "SEC Filings" our Annual Reports on Form 10-K, Quarterly 
Reports on Form 10-Q, Current Reports on Form 8-K and any amendments to those reports as soon as reasonably practicable 
after we electronically file or furnish such materials to the U.S. Securities and Exchange Commission ('SEC"). Further, a copy of 
this annual report on Form 10-K is located at the SEC's Public Reference Room at 100 F Street, NE, Room 1580, 
Washington, D.C. 20549. Information on the operation of the Public Reference Room can be obtained by calling the SEC at l- 
800-SEC-0330. The SEC maintains an Internet site that contains reports, proxy and information statements and other information 
regarding our filings at http:llwww.sec.gov. 


ITEM 1A. RISK FACTORS 
Investing in our common stock involves a high degree o f  risk. You should carefully consider the risks described below and 


the other information i n  this annual report. I f  any of the following risks occur, our business could be materially harmed, and our 
financial condition and results o f  operations could be materially and adversely affected. As a result, the price o f  our common stock 
could decline, and you could lose all or part o f  your investment. 


Our digital music distribution business has a limited operating history and a history of losses and may not be 
successful. 


On May 19, 2003, we acquired substantially all of the ownership interests of Napster, LLC (flkla Pressplay). We used the 
Pressplay-branded service as a technology platform to roll-out our online music services division in October 2003. The business 
models, technologies and market for digital music services are relatively new and unproven. Prior to our acquisition of Napster, 
LLC, consumer adoption and usage of the Pressplay-branded service had not been significant. You should consider our business 
and prospects in light of the risks, expenses and difficulties encountered by companies in their early stage of development. 


Our digital music distribution business has experienced significant net losses since its inception and, given the significant 
operating expenditures associated with our business plan, we expect to incur net losses for at least the next twelve months and 
will likely continue to experience net losses thereafter. No assurance can be made that our paid Napster service will ever 
contribute net income to our statement of operations. During the period beginning April 1, 2003, just prior to our acquisition of 
Pressplay in May 2003, through March 31, 2007, we incurred approximately $192.3 million of after tax losses from continuing 
operations. 


The success of our paid Napster service depends upon our ability to add new subscribers and reduce churn. 


We cannot assure you that we will be able to attract new subscribers or that existing subscribers will continue to subscribe. 
Trial subscribers may choose not to become paid subscribers, and users of our free music service or free trials may decide not to 
upgrade to our paid music service, for many reasons including a perception that they do not use the services enough to justify the 
expense or that the service does not provide enough value or availability of content relative to our competition. In addition, any 
reduction in our current level of marketing and advertising will likely result in a reduction in the number of new trial and paid 
subscribers. 
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The early stages of subscription services such as ours are characterized by higher than normal churn rates. Existing paid 
subscribers may cancel their subscriptions to the Napster service for many reasons, including those described above in this risk 
factor. In addition, there is significant seasonality in our subscriber numbers, primarily due to softness in customer acquisition 
during the summer months when consumers spend less time online. In addition, university students who subscribe to the Napster 
service generally only do so during the school year when the school is paying for their subscriptions and most of  the students do 
not maintain such subscriptions during the summer in between school terms. While we have successfully reduced churn in the 
past, we cannot guarantee that we will be able to further reduce subscriber churn or even maintain existing levels. 


If we are unable to add new paid subscribers and reduce churn rates we may be unable to achieve a profitable business 
model. 


The results of our recent asset purchase agreement with AOL Music Now, LLC and our asset acquisition and 
advertising agreement with AOL, LLC may not meet our expectations. 


On January 11,2007, we entered into an Asset Purchase Agreement with AOL Music Now, LLC and AOL, LLC, collectively 
referred to as "AOL" and an Advertising Agreement with AOL, LLC, collectively the "Agreement." Under the terms of the 
Agreement, Napster. LLC will pay $1 1.2 million to AOL in exchange for all of the subscribers to AOL's Music Now service, 
together with certain related assets and liabilities. Additionally, Napster, LLC was granted certain exclusive advertising rights 
throughout the AOL Music Channel for one year, subject to renewal upon the achievement of certain milestones, and AOL 
guaranteed to deliver a minimum amount of advertising impressions to the Company. On March 15, 2007, we transferred more 
than 225,000 former AOL Music Now customers to the Napster service pursuant to the Agreement. We do not know whether 
these subscribers will cancel at a higher rate than our existing subscriber base. If these former AOL Music Now customers do not 
stay on the Napster service as long as we have estimated, our revenues will not grow as expected and our business will be 
harmed. If the advertising agreement does not provide the volume of new customers that we anticipated, our cost per subscriber 
could increase to undesireable levels and, our business will be harmed. 


We experience fluctuations in our quarterly operating results, which may cause our stock price to decline. 


Our quarterly operating results may fluctuate from quarter to quarter. We cannot reliably predict future revenue and margin 
trends and such trends may cause us to adjust our operations. Other factors that could affect our quarterly operating results 
include: 


timing of service introduclions; 


seasonal fluctuations in sales of our prepaid cards and bundled hardware promotions, as well as other products and 
services; 


potential declines in selling prices of music as a result of competitive pressures; 


changes in the mix of our revenues and our users represented by our various services; 


: fluctuations in traffic levels on our websites, which can be significant as a result of business, financial and other news 
events; 


fluctuating and unpredictable demand for advertising; 


adverse changes in the level of economic activity in the United States or other major economies in which we do 
business, or in industries, such as the music industry, on which we are particularly dependent; 


foreign currency exchange rate fluctuations; 
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expenses related to, and the financial impact of, possible acquisitions of other businesses; 


expenses incurred in connection with the development of our digital music distribution services; and 


expenses incurred in connection with strategic partnerships we have entered into or may enter into in the future. 


We rely on the value of the Napster brand, and our revenues could suffer if we are not able to maintain its high level 
of recognition in the digital music sector. 


We believe that maintaining and expanding the Napster brand is an important aspect of our efforts to attract and expand our 
user and advertiser base. We rely on a broad branding program to ensure that our position in the digital music sector continues to 
be strongly associated with the Napster name. Promotion and enhancement of the Napster brand will depend in part on our ability 
to provide consistently high-quality products and services. If we are not able to successfully maintain or enhance consumer 
awareness of the Napster brand or, even if we are successful in our branding efforts, if we are unable to maintain or enhance 
customer awareness of the Napster brand in a cost effective manner, our business, operating results and financial condition would 
be harmed. 


We face significant competition from traditional retail music disfribufors, from emerging paid online and moblle 
music services delivered electronically such as ours, and from "freenpeer-to-peer services. 


We face significant competition from traditional retail music distributors, as well as online retailers such as Amazon.com. 
These retailers may include regional and national mall-based music chains, international chains, deep-discount retailers, mass 
merchandisers, consumer electronics outlets, mail order, record clubs, independent operators and online physical retail music 
distributors, some of which have greater financial and other resources than we do. To the extent that consumers choose to 
purchase media in non-electronicformats, it may reduce our sales, reduce our gross margins, increase our operating expenses 
and decrease our profit margins in specific markets. 


Our digital music distribution services' competitors currently include Apple Computer's iTunes Music Store, RealNehuorks, 
Inc's Rhapsody, Yahoo! Music Unlimited, MTV's Urge and Sony Connect. Other competitors include online and offline retailers 
such as Amazon.com and WalMart, satellite radio providers such as XM and Sirius, and music services offered directly by mobile 
operators such as Verizon (via its V-cast service) and Sprint (through its Music Store). Internationally we currently compete with 
OD2, Puretracks, 3 Music Store and Vodafone's music offerings, among others, as well as with a number of the other competitors 
described above. 


Our digital music distribution business also faces significant competition from "free" peer-to-peer services, such as Limewire, 
KaZaA, Morpheus, BitTorrent and a variety of similar services that allow computer users to connect with each other and to copy 
many types of program files, including music and other media, from one another's hard drives, all without securing licenses from 
content providers. While the U.S. Supreme Court has found that Grokster may violate copyright laws, the court did not establish 
that such services are necessarily liable for copyright infringement, opting instead for a fact-based analysis of the services' efforts 
to promote copyright infringement. Additionally, enforcement efforts against those in violation have not effectively shut down these 
services, and there can be no assurance that these services will ever be shut down. The ongoing presence of these "free" 
services substantially impairs the marketability of legitimate services, regardless of the ultimate resolution of their legal status. 
Finally, several high profile peer-to-peer services, such as Limewire, have started to or announced their intention to move to 
legally (or partially legally) licensed business models, while still using their peer-to-peer architecture. Many of these entities are 
well financed with significant installed user bases and if they are successful in moving their businesses to legal models, it could 
significantly increase our competitive pressure. 
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Many of our competitors have significantly more resources than we do, and some of our competitors may be able to leverage 
their experience in providing digital music distribution services or similar services to their customers in other businesses. We or 
our competitors may be able to secure limited exclusive rights to content from time to time. If our competitors secure significant 
exclusive content, it could harm the ability of our online music services to compete effectively in the marketplace. 


In particular, some of our competitors offer other goods and services and may be willing and able to offer music services at a 
lower price than we can in order to promote the sale of these goods and services. If we lower our prices, our gross margins and 
operating results will be adversely affected. If we do not lower our prices, we may be unable to compete with discount services. 
This could harm the ability of our online music services to compete effectively in the marketplace. 


Our advertising-supported music website competes, directly and indirectly, for advertisers, viewers, members, and content 
providers with publishers and distributors of traditional off-line media, such as television, radio and print, including those targeted 
to music, many of which have established or may establish websites, such as MTV. We also face competition from general 
purpose consumer online services such as Yahoo, myspace.com, MSN and Google, each of which provides access to music- 
related content and services and from websites targeted to music related content, such as lastfm.com and pandora.com. 


Digital music distribution services in general are new and rapidly evolving and may not prove to be a profitable or 
even viable business model. 


Digital music distribution services are a relatively new business model for delivering digital media over the Internet. It is too 
early to predict whether consumers will accept, in significant numbers, digital music services and accordingly whether the services 
will be financially viable. If digital music distribution services do not prove to be popular with consumers, or if these services 
cannot sustain any such popularity, our business and prospects would be harmed. 


The emerging mobile music market faces significant, unique challenges. 


We believe that growth in the mobile music services market is key to the future growth in our general digital music 
distribution services. We are investing heavily in this area but face significant and unique challenges that could adversely affect 
our business. 


There are a number of challenges that could impact the adoption rate of mobile platforms as a leading method of digital 
music purchase, including the rate of adoption of compatible mobile handsets, availability of high speed mobile data networks, 
adoption by mobile consumers of mobile data plans, development of content and digital rights management standards and 
technologies acceptable to content licensors and consumers, any pricing differential (both wholesale and retail) between content 
purchased over-the-air to a mobile device and purchased by other means, and the impact on the economics of the mobile music 
business of certain issued patents. 


The success of our mobile music business is also currently contingent upon our ability to enter into strategic partnerships 
with leading mobile carriers. We cannot guarantee our ability to enter into or maintain these types of relationships. Additionally, 
there is a trend for certain major mobile carriers and handset manufacturers to create and operate their own mobile music 
services that they offer directly to the consumer. Should this direct-to-consumer model become more prevalent, it could jeopardize 
our ability to competitively market our services. 


If we are unsuccessful in meeting the challenges and complexities of mobile music distribution or are unsuccessful in 
securing additional customers for our services, our results of operations could be harmed. 







Table o f  Contents 


We rely on content provided by third parties, which may not be available to us on commercially reasonable terms or 
at all. 


We rely on third-party content providers, including music publishers and music labels, to offer online music content that can 
be delivered to users of our digital music distribution services. Rights to provide this content to our customers, particularly 
publishing rights, are difficult to obtain and require significant time and expense. In order to provide a compelling service, we must 
continue to be able to license a wide variety of music content to our customers with attractive usage rights such as CD recording, 
output to MP3 players, portable subscription, wireless and other rights. In addition, if we do not have sufficient breadth and depth 
of the titles necessary to satisfy increased demand arising from growth in our subscriber base, our subscriber satisfaction will be 
affected adversely. 


Under copyright law we are required to pay licensing fees for compositions embodied in digital sound recordings and for the 
sound recordings themselves that we deliver in our Napster service. U.S. copyright law generally does not specify the rate and 
terms of the licenses, which are determined by voluntary negotiations among the parties or, for certain compulsory publishing 
licenses where voluntary negotiations are unsuccessful, by a copyright royalty board ('CRB"), an administrative judicial 
proceeding supervised by the United States Copyright Office. Past copyright proceedings have resulted in proposed rates for 
statutory webcasting thatwere significantly in excess of rates requested by webcasters. Currently, there is a CRB proceeding for 
mechanical licenses in a subscription context. We cannot predict the outcome of any negotiations or CRB proceedings. We may 
also elect to attempt to directly license compositions for our services, either alone or in concert with other affected companies. 
Such licenses may only apply to music performed in the United States. The availability of licenses for compositions used in certain 
international versions of the services is unclear. Therefore, our ability to negotiate appropriate licenses is uncertain. 


Voluntarily negotiated rates for mechanical licenses with respect to streaming and conditional digital downloads with the 
Harry Fox Agency and National Music'Publishers Association have not been agreed to, and we are currently operating under a 
standstill agreement until such rates are negotiated or determined by the copyright tribunal currently underway in the United 
States. Although a decision has been rendered by a United States district court that permanent downloads do not implicate a 
performance right that would trigger payment of public performance royalties to societies such as ASCAP or BM, that decision 
could be appealed and the performing rights societies have not conceded the argument or entered into any agreements on that 
basis. In Canada, a recent tribunal ruling fixed certain rates and other requirements that are applicable to our Canadian digital 
music services. However, there is still some uncertainty with respect to the mechanics of its implementation, the result of which 
may hinder our ability to operate in Canada. In addition to certain other negotiations, European Union tribunals are currently in 
process, which will set rates for subscription music services and services that deliver digital downloads of music, and the outcome 
of these negotiations and proceedings will also likely affect our business in ways that we cannot predict. Napster accrues for the 
cost of these fees, based on contracted or statutory rates, when established, or management's best estimates based on facts and 
circumstances regarding the specific music services and agreements in similar geographies or with similar agencies. If the final 
agreed rates differ significantly from management's estimate, the actual amount paid and expensed could differ materially from 
the recorded amounts. The differing types and large quanlity of licenses thal we must obtain creates significant complexities for 
our business and, as the licensing situation evolves in the differenl countries in which we operate, these requirements may 
significantly impact or hinder our ability to execute our business plans. 
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Our success depends on our digital music distribution service's interoperability with our customer's music 
playback hardware. 


In order for the paid Napster service to be successful, we must design our service to interoperate effectively with a variety of 
hardware products, including home stereos, car stereos, portable MP3 players, music-enabled cell phones, PCs and other mobile 
devices. We depend on significant cooperation with manufacturers of these products and with software manufacturers that create 
the operating systems for such hardware devices to achieve our design objectives and to offer a service that is attractive to our 
customers. Currently, there are a limited number of devices that offer the portable subscription functionality that is required to 
support our Napster To Go and Napster Mobile services and certain current manufacturers may not be able to profitably continue 
to offer existing devices. Our software is not compatible with the iPod music player, the current equipment market leader, nor do 
we expect it to be compatible with the iPhone cell phone, when that product is launched. If we cannot successfully design our 
service to interoperate with the music playback devices that our customers own, or if music-enabled devices fail to grow 
significantly over time, our business will be harmed. 


We may not successfully develop new products and services. 


The success of our digital music distribution services will depend on our ability to develop leading-edge media and digital 
distribution products and services. Our business and operating results will be harmed if we fail to develop products and services 
that achieve widespread market acceptance or that fail to generate significant revenues or gross profits to offset our development 
and operating costs. We may not timely and successfully identify, develop and market new product and service opportunities. 


Additionally, we may not be able to add new content such as video, spoken word or other content as quickly or as efficiently 
as our competitors or at all. If we introduce new products and services, they may not attain broad market acceptance or contribute 
meaningfully to our revenues or profitability. Competitive or technological developments may require us to make substantial, 
unanticipated investments in new products and technologies, and we may not have sufficient resources to make these 
investments. 


Because the markets for our products and services are changing rapidly, we must develop new offerings quickly. Delays and 
cost overruns could affect our ability to respond to technological changes, evolving industry standards, competitive developments 
or customer requirements. Our products also may contain undetected errors that could cause increased development costs, loss 
of revenues, adverse publicity, reduced market acceptance of our products or services or lawsuits by customers. ~ 


We must maintain and add to our strategic marketing relationships in order to be successful. 


We depend on a number of strategic relationships with third parties to co-market our services. We have entered into co- 
marketing agreements with infrastructure providers, mobile carriers, retailers and other companies to broaden the distribution of 
our brand and our services. There is no guarantee that we will be able to renew existing agreements or enter into new 
agreements on acceptable terms, or at all. If we cannot maintain existing strategic relationships or enter into new relationships, 
our ability to market our services will be harmed. 


In addition, because of the rapidly evolving nature of digital music distribution and our short history of operations, we often 
enter into strategic agreements where the financial impact on our business and operations is uncertain. We cannot guarantee that 
any of these agreements will result in the desired benefits to our business or result in significant additional revenue. 
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Our network is subject to security and stability risks that could harm our business and reputation and expose us to 
litigation or liability. 


Online and mobile commerce and communications depend on the ability to transmit confidential information and licensed 
intellectual property securely over private and public networks. Any compromise of our ability to transmit such information and 
data securely or reliably, and any costs associated with preventing or eliminating such problems, could harm our business. Online 
transmissions are subject to a number of security and stability risks, including: 


our own or licensed encryption and authentication technology, and access and security procedures, may be 
compromised, breached or otherwise be insufficient to ensure the security of customer information or our music content; 


we could experience unauthorized access, computer viruses, system interference or destruction, 'denial of service" 
attacks and other disruptive problems, whether intentional or accidental, that may inhibit or prevent access to our 
websites or use of our products and services; 


someone could circumvent our security measures and misappropriate our, our partners' or our customers' intellectual 
property or interrupt operations, or jeopardize our licensing arrangements, which are contingent on our sustaining 
appropriate security protections; 


our computer systems could fail and lead to service interruptions; 


our mobile partners' wireless networks or other infrastructure could fail; 


we may be unable to scale our infrastructure with increases in customer demand; or 


our network of facilities may be affected by a natural disaster, terrorist attack or other catastrophic events. 


The occurrence of any of these or similar events could damage our business, hurt our ability to distribute products and 
services and collect revenue, threaten the proprietary or confidential nature of our technology, harm our reputation and expose us 
to litigation or liability. We may be required to expend significant capital or other resources to protect against the threat of security 
breaches, hacker attacks or system malfunctions or to alleviate problems caused by such breaches, attacks or failures. 


We depend on key personnel who may not continue to work for us. 


Our success substantially depends on the continued employment of certain executive officers and key employees, including, 
in particular, Christopher Gorog, our Chief Executive Officer. The loss of the services of these key officers and employees could 
harm our business. If any of these individuals were to leave our company, we could face substantial difficulty in hiring qualified 
successors and could experience a loss in productivity while any such successor obtains the necessary training and experience. 


If we fail to manage expansion effectively, we may not be able to successfully manage our business, which could 
cause us to fail to meet our customer demand or to attract new customers, which would adversely affect our revenue. 


Our ability to successfully offer our products and services and implement our business plan in a rapidly evolving market 
requires an effective planning and management process. We plan to continue to increase the scope of our digital music 
distribution operations domestically and internationally. In addition, we plan to continue to hire a significant number of employees 
in the next twelve months for the development of new products and services. This anticipated growth in future operations will 
place a significant strain on our management resources. 
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In the future, we plan to continue to develop and improve our financial and managerial controls, reporting systems and 
procedures. In addition, we plan to continue to expand, train and manage our work force. 


We may be unable to adequately protect our proprietary rights. 


Our inability to protect our proprietary rights, and the costs of failing to do so, could harm our business. Our success and 
ability to compete partly depend on the superiority, uniqueness or value of our technology, including both internally developed 
technology and technology licensed from third parties. To protect our proprietary rights, we rely on a combination of patent, 
trademark, copyright and trade secret laws, confidentiality agreements with our employees and third parties, and protective 
contractual provisions. These efforts to protect our intellectual property rights may not be effective in preventing misappropriation 
of our technology. These efforts also may not prevent the development and design by others of products or technologies similar 
to, competitive with or superior to those we develop. Any of these results could reduce the value of our intellectual property. We 
may be forced to litigate to enforce or defend our intellectual property rights and to protect our trade secrets. Any such litigation 
could be very costly and could distract our management from focusing on operating our business. 


A significant portion of the revenues from our paid Napster service is derived from international revenues. 
Economic, political, regulatory and other risks associated with international revenues and operations could have an 
adverse effect on our revenues. 


Because we operate in North America, Japan and parts of Europe, our business is subject to risks associated with doing 
business internationally. International net revenues did not account for a significant percentage of our net revenues prior to the 
sale of our consumer software division; however, revenues from international operations have represented a significant portion of 
our total net revenues from our digital music distribution business. We anticipate that revenues from international operations will 
continue to represent a substantial portion of our total net revenues as we expand our Napster and Napster Mobile services 
abroad and enter into additional joint venture arrangements and other strategic partnerships, if any, with international partners. 
Accordingly, our future revenues could decrease based on a variety of factors, including: - disputes with joint venture partners; - mismanagement or fraud by joint venture partners; - changes in foreign currency exchange rates; 


seasonal fluctuations in sales of our prepaid cards as well as other products and services; 


changes in a specific country's or region's political or economic condition, particularly in emerging markets; 


unexpected changes in foreign laws and regulatory requirements; 


difficulty of effective enforcement of contractual provisions in local jurisdictions; - trade protection measures and import or export licensing requirements; 
* potentially adverse tax consequences including changes to the VAT collection scheme; 


difficulty in managing widespread sales operations; and 


- less effective protection of intellectual property. 
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To grow our business, we must be able to hire and retain suFficient qualified technical, sales, marketing and 
administrative personnel. 


Our future success depends in part on our ability to attract and retain engineering, sales, marketing, finance and customer 
support personnel. If we fail to retain and hire a sufficient number of these employees, we will not be able to maintain and expand 
our business. We cannot assure you that we will be able to hire and retain a sufficient number of qualified personnel to meet our 
business objectives. 


We may be subject to intellectual property infringement claims, which are costly to defend and could limit our ability 
to use certain technologies in the future. 


Many parties are actively developing streaming media and digital distribution-related technologies, e-commerce and other 
web-related technologies, as well as a variety of online business methods and models. We believe that these parties will continue 
to take steps to protect these technologies, including, but not limited to, seeking patent protection. As a result, disputes regarding 
the ownership of these technologies and rights associated with streaming media, digital distribution and online businesses are 
likely to arise in the future and may be very costly. In addition to existing patents and intellectual property rights, we anticipate that 
additional third-party patents related to our products and services will be issued in the future. If a blocking patent has been issued 
or is issued in the future, we would need to either obtain a license or design around the patent. We may not be able to obtain such 
a license on acceptable terms, if at all, or design around the patent, which could harm our business. 


Companies in the technology and content-related industries have frequently resorted to litigation regarding intellectual 
property rights. We may be forced to litigate to determine the validity and scope of other parties' proprietary rights. Any such 
litigation could be very costly and could distract our management from focusing on operating our business. In addition, we believe 
these industries are experiencing an increased level of litigation to determine the applicability of current laws to, and the impact of 
new technologies on, the use and distribution of content over the Internet and through new devices, especially in the music 
industry. As we develop products and services that provide or enable the provision of content, in such ways, our litigation risk may 
increase. The existence andlor outcome of such litigation could harm our business. 


From time to time we receive claims and inquiries from third parties alleging that our internally developed technology, or 
technology we license from third parties, may infringe their proprietary rights, especially patents. Third parties have also asserted 
and most l~kely w~l l  continue to assert claims against us alleging infringement of copyrights, trademark rights, or other proprietary 
rights, or alleging unfair competition or violations of privacy rights. We could be required to spend significant amounts of time and 
money to defend ourselves against such claims. If any of these claims were to prevail, we could be forced to pay damages, 
comply with injunctions, or stop distributing our products and services while we re-engineer them or seek licenses to necessary 
technology, which might not be available on reasonable terms, or at all. We could also be subject to claims for indemnification 
resulting from infringement claims made against our customers and strategic partners, which could increase our defense costs 
and potential damages. Any of these events could require us to change our business practices and could harm our business. 


A decline in current levels of consumer spending could reduce our sales. 


Our business is directly affected by the level of consumer spending. One of the primary factors that affect consumer 
spending is the general state of the local economies in which we operate. Lower levels of consumer spending in regions in which 
we have significant operations could have a negative impact on our business, financial condition or results of operations. 
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We depend on software from third parties to deliver and to track and measure the delivery of advertisements and it 
could be difficult to replace these services. 


It is important to our future success that we are able to effectively deliver our advertisers' advertisements and it is important 
to our advertisers that we accurately measure the delivery of such advertisements on our websites. We depend on third-party 
software to provide these measurement and delivery services. If lhese third parties are unable to provide these services in the 
future, we would be required to perform them ourselves or obtain them from other providers. This could cause us to incur 
additional costs or cause interruptions in our business during the time we are replacing these services. Companies may not 
advertise on our websites or may pay less for advertising if they do not perceive our measurements or measurements made by 
third parties to be reliable. 


We may need additional capital, and we cannot be sure that additional financing will be available. 


Although we currently anticipate that our available funds and expected cash flows from operations will be sufficient to meet 
our cash needs for at least the next twelve months, we may require additional financing. Our ability to obtain financing will depend, 
among other things, on our development efforts, business plans, operating performance and condition of the capital markets at 
the time we seek financing. We expect to experience operating losses from the digital music distribution business in at least the 
short-term. We cannot assure you that additional financing will be available to us on favorable terms when required, or at all. If we 
raise additional funds through the issuance of equity, equity-linked or debt securities, those securities may have rights, 
preferences or privileges senior to the rights of our common stock, and our stockholders may experience dilution. 


There is no guarantee that we will enter into any strategic transaction with any third party. 


In September 2006, we engaged UBS Securities LLC to assist us in evaluating potential strategic alternatives. We cannot 
guarantee that any such strategic alternatives, including any possible acquisition or merger of Napster, will be available to us on 
favorable terms, or at all. 


We are subject to risks associated with governmental regulation and legal uncertainties. 


Few existing laws or regulations specifically apply to the Internet, other than laws and regulations generally applicable to 
businesses. Certain United States export controls and import controls of other countries, including controls on the use of 
encryption technologies, may apply to our products. Many laws and regulations, however, are pending and may be adopted in the 
United States, individual states, and local jurisdictions and other countries with respect to the Internet. In addition, as we conduct. 
more business via mobile platforms in multiple countries, our bus~ness will likely be impacted by additional laws and regulations 
that are applicable to the mobile space. These laws may relate to many areas that impact our business, including content issues 
(such as obscenity, indecency and defamation), copyright and other intellectual property rights, digital rights management, 
encryption, caching of content by server products, personal privacy, taxation, e-mail, sweepstakes, promotions, prepaid card 
expiration, escheatment, network and information security and the convergence of traditional communication services with Internet 
communications, including the future availability of broadband transmission capability and wireless networks. These types of 
regulations are likely to differ between countries and other political and geographic divisions. Other countries and political 
organizations are likely to impose or favor more andlor different regulations than that which has been proposed in the United 
States, thus furthering the complexity of regulation. In addition, state and local governments may impose regulations in addition to, 
inconsistent with, or stricter than federal regulations. The adoption of such laws or regulations, and uncertainties associated with 
their validity, interpretation, applicability and enforcement, may affect the available distribution channels for and costs associated 
with our products and services and may affect the growth of the Internet. Such laws or regulations may harm our business. Our 
products and services may also become subject to investigation and regulation of foreign data protection and e-commerce 
authorities, including those in the European Union. Such activities could result in additional product and distribution a s t s  for us in 
order to comply with such regulations. 
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We do not know for certain how existing laws governing issues such as property ownership, copyright and other intellectual 
property issues, digital rights management, taxation, security, illegal or obscene content, retransmission of media, personal 
privacy and data protection apply to the Internet. The vast majority of such laws were adopted before the advent of the lnternet 
and related technologies and do not address the unique issues associated with the lnternet and related technologies. Most of the 
laws that relate to the lnternet have not yet been interpreted. In addition to potential legislation from local, state and federal 
governments, labor guild agreements and other laws and regulations that impose fees, royalties or unanticipated payments 
regarding the distribution of media over the lnternet may directly or indirectly affect our business. While we and our customers 
may be directly affected by such agreements, we are not a party to such agreements and have little ability to influence the degree 
to which such agreements favor or disfavor lnternet distribution or our business models. Changes to or the interpretation of these 
laws and the entry into such industry agreements could: 


limit the growth of the Internet; 


create uncertainty in the marketplace that could reduce demand for our products and services; 


increase our cost of  doing business; 


expose us to increased litigation risk, substantial defense costs and significant liabilities associated with content available 
on our websites or distributed or accessed through our products or services, with our provision of products and services 
and with the features or performance of our products and websites; 


lead to increased product development costs or otherwise harm our business; or 


decrease the rate of  growth of our user base and limit our ability to effectively communicate with and market to our user 
base. 


The Child Online Protection Act and the Child Online Privacy Protect~on Act impose civil and criminal penalties on persons 
distributing material harmful to minors (e.g., obscene material) over the lnternet to persons under the age of 17, or collecting 
personal information from children under the age of 13. We do not knowingly distribute harmful materials to minors or collect 
personal information from children under the age of 13. The manner in which these Acts may be interpreted and enforced cannot 
be fully determined, and future legislation similar to these Acts could subject us to potential liability if we were deemed to be non- 
compliant with such rules and regulations, which in turn could harm our business. 


There are a large number of legislative proposals before the United States Congress and various state legislatures regarding 
intellectual property, digital rights management, copy protection requirements, privacy, email marketing and security issues related 
to our business. Furthermore, as part of our regular business activities now, and in the past, we engage in the issuance of gift 
cards redeemable for our services. It is possible that money received by us for the sale of gift cards could be subject to state and 
federal escheatment, or unclaimed properly, laws in the future. If this were the case, our business could be adversely impacted. It 
is not possible to predict whether or when such legislation may be adopted, and certain proposals, if adopted, could materially and 
adversely affect our business through a decrease in user registration and revenue, and influence how and whether we can 
communicate with our customers. 


We may be subject to market risk and legal liability in connection with the data collection capabilities of our 
products and services. 


Many of our products are interactive lnternet or mobile applications which by their very nature require communication 
between a client and server to operate. To provide better consumer experiences and to operate effectively, our products send 
information to servers. Many of the services we provide also require that a user provide certain information to us. We post an 
extensive privacy policy concerning the collection, use and disclosure of user data involved in interactions between our client and 
server products. Any failure by us to comply with our posted privacy policy and existing or new legislation regarding privacy issues 
could impact the market for our products and services, subject us to litigation and harm our business. 
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If, in the future, we condude that our internal control over financial reporting i s  not  adequate, o r  if our auditors 
conclude that our evaluation o f  internal controls over financial reporting is n o t  adequate, investors could lose 
confidence in the reliability o f  our financial statements, which cou ld  result in a decrease in the value o f  our common 
stock. 


As directed by Section 404 of the Sarbanes-Oxley Act of 2002, the Securities and Exchange Commission ('SEC") adopted 
rules requiring public companies to include a report of management on the company's internal control over financial reporting in 
their annual reports on Form 10-K. This report is required to contain an assessment by management of the effectiveness of such 
company's internal control over financial reporting. In addition, the independent registered public accounting firm auditing a public 
company's financial statements must attest to and report on management's assessment of the effectiveness of the company's 
internal control over financial reporting. There is a risk that in the future we may identify internal control deficiencies that suggest 
that our controls are no longer effective. This could result in an adverse reaction in the financial markets due to a loss of 
confidence in the reliability of our financial statements, which could cause the market price of our common stock to decline and 
make it more difficult for us to finance our operations. 


The effectiveness o f  our disclosure and internal controls may b e  limited. 


Our disclosure controls and procedures and internal control over financial reporting may not prevent all errors and 
misrepresentations. In the event that there are errors or misrepresentations in our historical financial statements or the SEC 
disagrees with our accounting, we may need to restate our financial statements. For example, in November 2004 we restated our 
financial statements in order to correct the valuation of a previously issued warrant and to adjust the purchase accounting of our 
former subsidiary, MGI Software, and in May 2005 we restated our financial statements to reallocate the tax benefit of certain 
operating losses from our discontinued operations to our continuing operations. Any system of internal controls can only provide 
reasonable assurance that all control objectives are met. Some of the potential risks involved could include, but are not limited to, 
management judgments, simple errors or mistakes, willful misconduct regarding controls or misinterpretation. There is no 
guarantee that existing controls will prevent or detect all material issues or be effective in future conditions, which could materially 
and adversely impact our financial results in the future. 


Provisions in our agreements, charter documents, stockholder rights plan and  Delaware law may delay or prevent 
acquisition o f  us, which cou ld  decrease the value o f  our stock. 


Our certificate of incorporation and bylaws and Delaware law contain provisions that could make it more difficult for a third 
party to acquire us without the consent of our board of directors. These provisions include a classified board of directors and 
limitations on actions by our stockholders by written consent. In addition, our board of directors has the right to issue preferred 
stock without stockholder approval, which could be used to dilute the stock ownership of a potential hostile acquirer. Delaware law 
also imposes some restrictions on mergers and other business combinations between us and any holder of 15% or more of our 
outstanding common stock. In addition, we have adopted a stockholder rights plan that makes it more difficult for a third party to 
acquire us without the approval of our board of directors. Although we believe these provisions provide for an opportunity to 
receive,a higher bid by requiring potential acquirers to negotiate with our board of directors, these provisions apply even if the 
offer may be considered beneficial by some stockholders. 


ITEM 16. UNRESOLVED STAFF COMMENTS 
None 
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ITEM 2. PROPERTIES 


Our principal executive offices are located in Los Angeles, California. The table below lists our principal leased or licensed 
facilities as of June 1, 2007. 


Approximate Lease 
Location Description Sq&e Footage Expiration 


Los Angeles, California Corp. Headquarters 15,000 October 2008 
San Diego, California Office 6,150 May 2010 


We believe that our leased facilities are adequate to meet our current needs and that additional facilities will be available to 
meet our development and expansion needs on commercially reasonable terms. 


ITEM 3. LEGAL PROCEEDINGS 


The information relating to legal proceedings contained in Note 12 to the Consolidated Financial Statements included in this 
Annual Report is incorporated into Item 3 of this Annual Report by this reference. 


ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 


None 


EXECUTIVE OFFICERS OF THE REGISTRANT 


The following table sets forth certain information with respect to our execulive officers: 


Name Position 


Wm. Christo~her Goroa 54 Chief Executive Officer and Chairman of the Board of  Directors 
Bradford D. ~ u e a  


" 


Laura B. Goldberg 
Nand Gangwani 


38 President 
39 Chief Operating Officer 
39 Vice President and Chief Financial Officer 


Wm. Christopher Gorog has served as our chief executive officer and director since September 2000. From September 2000 
through May 2003, Mr. Gorog also served as our president. In September 2001, Mr. Gorog was elected chairman of our Board of 
Directors. From February 1999 to September 2000, Mr. Gorog served as a consultant in the entertainment and media industry, 
including serving as advisor to .I.H. Whitney, an asset management company, in HOB Entertainment, Inc.'s acquisition of 
Universal Concerts. From November 1995 to February 1999, Mr. Gorog sewed as president of new business development at 
Universal Studios, an entertainment company. From January 1995 to November 1995, Mr. Gorog sewed as executive vice 
president of group operations at Universal Studios. Mr. Gorog earned a B.A.S. in Telecommunications and Film from San Diego 
State University. 


Bradford D. Duea has served as our president since January 2004. Prior to that, from February 2001 through January 2004, 
Mr. Duea served in various roles with us, including vice president of business development and vice president of worldwide OEM 
sales. From January 2000 to February 2001, Mr. Duea served as vice president, corporate development and corporate secretary 
of People Support, Inc., a provider of electronic customer relationship management solutions. From September 1996 to January 
2000, Mr. Duea was an associate of O'Melveny 8 Myers LLP, a law firm. Mr. Duea holds a B.A. in Law and Society from the 
University of California at Santa Barbara, an M.B.A. in Finance and International Business from the University of Southern 
California, and a J.D. from the University of San Diego. 
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Laura B. Goldberg has served as our chief operating officer since January 2004. Prior to that. Ms. Goldberg served as our 
senior vice president operations from May 2003 to January 2004. From April 2001 to May 2003, Ms. Goldberg served as senior 
vice president operations of Duet GP dlbla Pressplay. From August 1999 to April 2001, Ms. Goldberg served as general manager 
at Universal Music Group, an entertainment company. Prior to joining Universal, Ms. Goldberg was an analyst at Avenue Capital 
Management, a hedge fund, from 1996 to 1999. Ms. Goldberg currently serves on the Andrew Carnegie Society board at 
Carnegie Mellon. Ms. Goldberg holds a B.S. in Industrial Management from Carnegie Mellon University and an M.B.A. from the 
Harvard Business School. 


Nand Gangwani has served as our vice president and chief financial officer since November 2003. Prior to that, 
Mr. Gangwani served as our vice president of strategic planning and M&A from January 2002 to November 2003. From May 2000 
to November 2001, Mr. Gangwani served as vice president of corporate and business development at Evolve Software, Inc., a 
software company. From November 1997 to April 2000, Mr. Gangwani sewed as manager of corporate development at Intuit Inc., 
a software company. Mr. Gangwani holds a B.S. in Chemical Engineering from the Indian Institute of Technology and an M.B.A. in 
Finance from Bentley College. 
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PART II 


ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER 
PURCHASES OF EQUITY SECURITIES 


Dividend Policy 


We have never declared or paid any cash dividends on our capital stock. We currently intend to retain all available funds and 
any future earnings for use in the operation and expansion of our business and do not anticipate paying any cash dividends in the 
foreseeable future. 


Price Range of Common Stock 


Our common stock is listed on the ~ a k . d a ~  Global Market under the symbol 'NAPS*. The approximate number of holders of 
record of our common stock as of May 31,2007 was 800. 


Our common stock was first listed on the Nasdaq National Market on May 4,2001. The range of high and low sales prices of 
our common stock, as reported by the Nasdaq Global Market (and previously the National Market System), for fiscal 2006 and 
2007 is as follows: 


March 31,2006 


Company Stock Price Performance 


Set forth below is a line graph comparing the percentage change in the cumulative total return on our common stock with the 
cumulative total return of the CRSP Total Return lndex for the Nasdaq Stock Market (U.S. Companies), and the Goldman Sachs 
Internet lndex for the period commencing on March 31,2002 and ending on March 31,2007. The graph assumes that $100 was 
invested in Napster common stock and in each of the other indexes on March 31,2002 and that all dividends were reinvested. 


The comparisons in the graph below are based on historical data (with Napster common stock prices based on the closing 
price on the dates indicated) and are not intended to forecast the possible future performance of our common stock. 


The following performance graph shall not be deemed to be soliciting material or to be filed with the Securities and Exchange 
Commission under the Securities Act of 1933, as amended, or the Securities Exchange Act of 1934, as amended, or incorporated 
by reference in any document so filed. 
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Comparison Of Cumulative Total Return 
Among Napster, The Goldman Sachs Internet Index, And CRSP Total 


Return Index For The Nasdaq Stock Market (U.S. Companies) 
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ITEM 6. SELECTED FINANCIAL DATA 
The following selected consolidated financial data of Napster reflect our historical operating results and balance sheet data. 


Our consolidated statement of operations data set forth below for the years ended March 31, 2007,2006, 2005, 2004, and 2003 
and the consolidated balance sheet data as of March 31,2007,2006,2005, 2004, and 2003 are derived from consolidated 
financial statements. The audited consolidated statements of operations for the years ended March 31, 2007, 2006, and 2005 and 
the audited consolidated balance sheets as of March 31, 2007 and 2006 are included elsewhere in this annual report. This 
selected historical consolidated financial data is not necessarily indicative of our future performance and should be read in 
conjunction with those financial statements and the notes thereto and with 'Management's Discussion and Analysis of Financial 
Condition and Results of Operations" also included elsewhere in this Annual Report. 


The following selected financial information reflects our online music division as a continuing operation and our previously 
owned consumer software division as a discontinued operation. 


Year Ended March 31, 
2007 2006 2005 2004 2003 - ---- 


(in thousands, except par sharc amounts) 
Net revenues $111,081 $ 94,691 $ 46,729 $ 11,964 $ - 


78,646 69.208 37,550 10,530 - ---- 
32,435 I--- 25483 9,179 1,434 


Operating expenses: 
Research and development(1) 11,045 13,137 12,112 11,952 - 
Sales and marketing(1) 34,213 51,741 39,249 15,701 - 
General and administrative(1) 24,311 20,881 23,953 22,055 18,591 
Restructur~ng charges - - - 1,119 - 
Amortization of intangible assets 1,265 1,936 2.1 72 666 271 - - - - 


Total operating expenses 69,840 87,024 77,250 52,999 19.257 ---- 
Loss from continuing operations (37,405) (61,541) (68,071) (51,565) (19,257) 
Other income, net 4,018 2,811 1,091 634 914 ---- 
Loss before income tax benefit (provlsion) (33,387) (58,730) (66,980) (50,931) (18.343) 
Income tax benefit (provision) 
Loss from unconsotidated entity 
Loss from continuing operations, after income taxes 
Income (loss) from discontinued operations, net of tax effect (191) 2,914 ' 21,927 ' 2,003 (489) 
Net loss 
Basic and d~luted net loss per share: 


Net loss per share from continuing operations $ (0.85) $ (1.35) $ (1.43) $ (1.69) $ (0.57) 
Net income (loss) per share from discontinued operations $ 0.61 $ (0.00) $ 0.07 $ 0.07 $ (0.03) 


Basic and diluted net loss per share 
Weighted average shares used in computing net loss per sha 
Basic and diluted 
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(1) Amounts reported in continuing operations include stock-based compensation expense as follows (in thousands): 


Year Ended March 31, 


Research and develo~ment 754 164 5 12 


March 31, 
2007 2006 2005 2004 2003 


(2) Consisting of long term capital lease and debt obligations. 
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESI-ILTS OF OPERATIONS 


The following discussion should be read in conjunction with the financial statements and notes thereto included elsewhere in 
this annual report. The following discussion contains forward-looking statements that involve risks and uncertainties. Our actual 
results could differ materially from the results contemplated by these forward-looking statements due to certain factors, including 
those discussed in Item /A, Risk Factors", and elsewhere in this annual report. 


As discussed further in the "Executive Summary" section below, we completed the sale of our Consumer Software Division 
("CSD") in December 2004. Unless otherwise indicated, the Management's Discussion and Analysis of Financial Condition and 
Results of Operations relate to our continuing operations. 


Overview 


This overview provides our perspective on the following individual sections of MD&A: 


Executive Summary-a high level discussion of the business including a discussion of our strategy, opportunities, 
challenges and risks. 


Significant Transactions -a discussion of our significant acquisitions and divestitures. 


Critical Accounting Policies and Estimates -a discussion of accounting policies that require critical judgments and 
estimates. 


Results of Operations -an analysis of our consolidated results of operations for the years presented in our financial 
statements. 


Liquidity and Capital Resources-an analysis of cash flows, sources and uses of cash, and contractual obligations. 


Litigation -a discussion of pending litigation, claims and other matters. 


Recent Accounting Pronouncements -information on recent accounting pronouncements. 


Executive Summary 
Napster, among the most recognized brands in online music, is a leading provider of digital music for the consumer market. 


Our digital musicdistribution services enable fans to sample, listen to, subscribe to and purchase from one of the world's largest 
and most diverse online music catalogs utilizing a secure and legal platform. Napster users have access to songs from all major 
labels and hundreds of independent labels, and are able to stream or download those songs and store them on a variety of media 
including personal computers, CDs, MP3 players and music-enabled cellular phones. 


Subscribers to the Napster service receive unlimited access to our more than 4 million song catalog, and have the ability to 
download music with high quality sound, enjoy their music in an advertising-free environment and access many features including 
radio, Billboard charts and many community features, and are able to enjoy their music on a variety of media including personal 
computers, CDs, MP3 players, music-enabled cellular phones and digital media devices for the living room. Napster services are 
currently available in North America, Japan and parts of Europe. 
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Until December 17, 2004, Napster was known as "Roxio, Inc.", and we operated our business in two divisions, the consumer 
software division ('CSD") and the online music distribution division, also known as the Napster division. On December 17, 2004. 
we completed the sale of substantially all of the assets and liabilities of CSD to Sonic Solutions, a California corporation ("Sonic"), 
including all of the capital stock of certain international subsidiaries. Since the sale of CSD, we have focused exclusively on our 
online music distribution business under the Napster brand and, since January 3, 2005, have been traded on the Nasdaq Stock 
Market under the symbol 'NAPS". 


Napster was incorporated in Delaware in August 2000. Napster is headquartered in Los Angeles. 


We derive our primary revenues from online subscriptions and permanent music downloads. The paid Napster service offers 
subscribers on-demand access to a wide variety of music that can be streamed or downloaded as well as the ability to purchase 
individual tracks or albums on an a la carte basis. Subscription and permanent download fees are paid by end user customers in 
advance either via credit card, online payment systems or redemption of pre-paid cards, gift certificates or promotional codes. 
Napster also periodically licenses merchandising rights and resells hardware that our end users may utilize to store and replay 
their digital music content. Since the acquisition of Pressplay on May 19, 2003, our digital music distribution business has 
operated at a loss and negative cash flow. We expect to continue to operate at a loss and net negative cash flow due to our 
significant investments to enhance service capabilities, market our products and grow worldwide. 


The market for digital music is rapidly growing and we expect our digital music distribution business to continue to grow as 
the industry expands. This market is highly competitive and we expect competition to continue to increase in the future as the 
market expands. We believe that our unique technology and feature set positions us ahead of many of our competitors. Our 
overall strategy is to conlinue to pursue and execute strategic partnerships, continue to innovate by investing in new services and 
technologies, and continue to reduce our subscriber customer acquisition cost and churn. 


Significant Transactions 


Strategic Parfnership with AOL 


On January 11,2007, we entered into an Asset Purchase Agreement with AOL Music Now, LLC and AOL. LLC, collectively 
referred to as 'AOL" and an Advertising Agreement with AOL, LLC, collectively the 'Agreement". Under the terms of the 
Agreement, all of the subscribers to the AOL Music Now service, together with certain related assets and liabilities, were 
transferred to Napster on March 15, 2007. Additionally, we were granted certain exclusive advertising rights throughout the AOL 
Music Channel for one year, subject to renewal upon the achievement of certain milestones, and AOL guaranteed to deliver a 
minimum amount of advertising impressions to the Company. Under the terms of the Agreement, we will pay a total of 
approximately $11.2 million to AOL. We paid $1 1.1 million in cash to AOL in January 2007. 


Investment in Unconsolidated Entity 


On October 14,2005, we entered into a Joint Venture Operating Agreement with Tower Records Japan. Inc. ('Tower 
Japan"), relating to the formation and operation of a Japan-based joint venture company (the 'Joint Venture') for the purpose of 
operating the Napster music service in Japan. During 2006, we contributed 308.7 million Japanese yen ($2.4 million as of the 
dales of the contributions) in exchange for a 31.5% ownership interest and Tower Japan contributed a total of 671.3 million 
Japanese yen for a 68.5% ownership interest. Tower Japan is obligated to arrange or provide debt or equity funding, including 
through an unsecured revolving line of credit. Napster has no obligation to fund future losses or make additional contributions 
other than the investment described above. Napster and Tower Japan have customary shareholder rights in the Joint Venture, 
including veto rights. rights to appoint direclors and officers and rights of first refusal. 







Table of Contents 


Under the terms of this agreement, we licensed intellectual property rights to the Joint Venture, including platform technology 
and trademarks, in exchange for certain guaranteed royalties. Tower Japan is also obligated to support the Joint Venture's 
marketing and advertising activities. The Joint Venture has exclusive rights to operate the Napster service in Japan, and launched 
its service during October 2006. 


Issuance o f  Common Stock 


On January 24, 2005, we issued 7,100,000 shares of common stock in a private placement to certain accredited investors. 
The shares were sold at a price of $7.35 per share with gross proceeds of $52.2 million. The gross proceeds were reduced by 
placement fees and legal fees totaling approximately $3.6 million. 


Sale o f  Consumer Software Division 


On December 17.2004, we sold substantially all of the assets and liabilities of CSD, including all of the capital stock of 
certain international subsidiaries historically included in CSD, to Sonic. The remaining international subsidiaries historically 
included in CSD were substantially liquidated as of December 17, 2004. Sonic paid us a total of $74.7 million in cash and 653,837 
shares of Sonic common stock, valued at approximately $13.6 million as of the closing date. The transaction was structured as an 
asset sale. The disposition is accounted for as a discontinued operation in accordance with SFAS No. 744, 'Accounting for 
Impairment or Disposal of Long-Lived Assets". Therefore, the results of operations of CSD have been reclassified to results of 
operations from discontinued operations for all periods presented. 


Critical Accounting Policies and Estimates 


The preparation of financial statements in conformity with generally accepted accounting principles requires management to 
make estimates and assumptions that affect the amounts reported in the consolidated financial statements and accompanying 
notes. Note 1 to the Consolidated Financial Statements provides a summary of our significant accounting policies. Certain of 
these policies require substantial judgment on the part of management. On an ongoing basis, we evaluate significant estimates 
used in preparing our financial statements, including those related to: 


revenue recognition, 


music publishing rights and music royalty accruals, 


* capitalized software development costs, 


income taxes, 


* contingencies, and 


equity instruments 


Actual results could differ from these estimates. These critical accounting policies and the effect that changes in 
management's estimates could have on our consolidated financial statements are further described below. 


Revenue Recognition 


We recognize revenues in accordance with Staff Accounting Bulletin 104, "Revenue Recognition in Financial Statements", 
EITF 00-21 "Revenue Arrangements with Multiple Deliverables" ('EITF 00-217, and EITF 99-19. "Reporting Revenue Gross as a 
Principal versus Net as an Agent* ('EITF 99-19"). In general, we recognize revenue, net of sales related taxes, when there is 
persuasive evidence of an arrangement, the fee is fixed or determinable, the product or services have been delivered and 
collectibility of the resulting receivable is reasonably assured. 
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Music subscriptions are paid in advance, typically for monthly or annual periods. Music subscription revenues are recognized 
ratably on a daily basis over the subscription period. Revenues from sales of individual songs or albums by download are 
recognized at the time the music is delivered, digitally, to the end user. Revenues from pre-paid cards and promotions are 
deferred and then generally recognized as (i) tracks are downloaded by the end users, or (ii) if redeemed for a subscription, over 
the subscription period. In cases where prepaid promotions are not expected to be redeemed, revenue is recognized when we 
have no further obligation to provide services or refund the associated prepayments ("breakageu). Effective in October 2006, 
revenue from prepaid cards is recognized ratably over the usage period, including estimated breakage based on historical 
experience. Prior to October 2006 we did not have sufficient historical experience to estimate prepaid card breakage rates, and 
recognized prepaid card breakage only when our obligation to honor the redemption of the prepaid card had legally expired. 
Revenues from licensing of Napster trademarks are recognized upon receipt of royalty reports from the licensee or, for prepaid 
royalties, when we provide or have no further obligation to provide services. 


We have arrangements whereby customers pay one price for multiple products and services. In some cases, these 
arrangements involve a combination of hardware and services. In other cases, the customer pays a single price for multiple music 
downloads and months of music subscriptions. For arrangements with multiple deliverables, revenue is recognized upon the 
delivery of the separate units in accordance with ElTF 00-21. Consideration from multiple element arrangements is allocated 
among the separate elements based on their relative fair values. In the event that there is no objective and reliable evidence of 
fair value, the revenue recognized upon delivery is the total arrangement consideration less the fair value of the undelivered items. 
The maximum revenue recognized on a delivered element is limiled to the amount that is not contingent upon the delivery of 
additional items. 


We have arrangements with certain customers whereby the customer provides goods or services to us. Our revenue and the 
charges for the goods or services provided by a customer are accounted for in accordance with ElTF 01-09, 'Accounting for 
Consideration Given by a Vendor to a Customer", including subsequent interpretations. The costs of separately identifiable goods 
or services received by us from a customer are valued at the cost we would incur to procure the same goods or services from a 
non-customer third party. If the goods or services cannot be separated, the total consideration is recorded as a reduction of 
revenues. Consideration paid to customers under these arrangements that exceeds the separately identifiable value of the goods 
or services provided would be reflected as a reduction of the customer's revenue. 


We recognize revenue gross or net in accordance with ElTF 99-19. In most arrangements, we contract directly with the end 
user customers, are the primary obligor and carry all collectibility risk. Revenue in these arrangements is recorded on a gross 
basis. In some cases, we utilize third party distributors to sell products or services directly to end user customers, and we carry no 
collectibility risk. In some cases, we pay operating expenses for the distributor and are reimbursed at cost plus a small mark-up. In 
both of those instances, we report the revenue net of the amount paid to the distributor. 


Management exercises significant judgment in determining the fair value of multiple elements within revenue arrangements 
or separately identified goods or services, in assessing when prepaid promotions or royalties no longer involve a future obligation 
and in estimating future breakage rates. These estimates represent our best estimates, but changes in circumstances relating to 
the products and services sold in these arrangements may result in one-time expense or revenue charges. 
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Music Publishing Rights and Music Royalty Accruals 


Under copyright law we are required to pay licensing fees for compositions embodied in digital sound recordings and for the 
sound recordings themselves that we deliver in our Napster service. Copyright law generally does not specify the rate and terms 
of the licenses, which are determined by voluntary negotiations among the parties or, for certain compulsory publishing licenses 
where voluntary negotiations are unsuccessful, by arbitration. There are certain geographies and agencies for which we have not 
yet completed negotiations with regard to the royalty rate to be applied to the current or historic sales of our digital music offerings. 
We accrue for the cost of these fees in accordance with Statement of Financial Accounting Standards ("SFAS") No. 5, 'Accounting 
for Contingencies" ("SFAS No. 5"), based on contracted or statutory rates, when established, or management's best estimates 
based on facts and circumstances regarding the specific music services and agreements in similar geographies or with similar 
agencies. While Napster bases its estimates on historical experience and on various other assumptions that management 
believes to be reasonable under the circumstances, actual results may differ significantly from these estimates under different 
assumptions or conditions and, as a result, could have a material impact on our financial position, results of operations, and cash 
flows. 


Capitalized Software Development Costs 


Infernal use soffware. Software development costs incurred as part of an approved project plan that result in additional 
functionality to internal use software are capitalized and amortized on a straight-line basis over the estimated useful'life of the 
software, generally three years. 


Software held forsale. Development costs of computer software to be sold, leased or otherwise marketed are subject to 
capitalization beginning when a product's technological feasibility has been established and ending when a product is available for 
general release to customers. We have not capitalized any such software development costs as technological feasibility is 
generally not established until a working model is completed, at which time substantially all development is complete. 


Management applies significant judgment when determining whether products under development are technologically 
feasible or whether it is probable that they will result in additional functionality. These judgments include assessments of our 
development progress and expected performance. Additionally, the future realizability of capitalized software costs is subject to 
regular review by management, who consider expected future benefits. The estimates of expected future benefits include 
judgments about growth in demand for our products, performance by our strategic partners and fair values for related services. 
Changes in these estimates could require us to write down the carrying value of these capitalized amounts and could materially 
impact our financial position and results of operations. 


Income Taxes 


We account for income taxes in accordance with SFAS No. 109, 'Accounting for Income Taxes." As part of the process of 
preparing our consolidated financial statements we are required to determine our income taxes in each of the jurisdictions in 
which we operate. This process involves determining our current tax expense together with assessing temporary differences 
resulting from differing treatment of items for tax and accounting purposes. 'These differences result in deferred tax assets and 
liabilities, which are included within our consolidated balance sheet. We must assess the likelihood that our deferred tax assets 
will be recovered from various means, including future taxable income, and, to the extent we believe that recovery is not more 
likely than not, we must establish a valuation allowance. To the extent we establish a valuation allowance or increase this 
allowance in a period, we must include an expense within the tax provision in the statement of operations. The above process is 
computed separately for each of continuing operations, the discontinued operation and elements of other comprehensive income. 
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Significant management judgment is required in determining our provision for income taxes, our deferred tax assets and 
liabilities and any valuation allowance recorded against our net deferred tax assets. As of March 31, 2007, we have recorded a full 
valuation allowance against our deferred tax assets, net of reversing deferred tax liabilities, due to uncertainties related to our 
ability to utilize our deferred tax assets, primarily consisting of net operating losses and accrued liabilities and other provisions not 
currently deductible for tax purposes. The timing of the reversal of the remaining deferred tax liability related to the election to step 
up the tax basis of the Pressplay goodwill is indefinite. The valuation allowance is based on our estimates of taxable income by 
jurisdiction in which we operate and the period over which our deferred tax assets will be recoverable. In the event that actual 
results differ from these estimates or we adjust these estimates in future periods, we may need to establish an additional valuation 
allowance, which could materially impact our financial position and results of operations. 


Contingencies 


We account for contingent liabilities in accordance with SFAS No. 5, pursuant to which contingent liabilities are recorded 
when it is probable that a liability has been incurred and the amount of the liability can be reasonably estimated. 


Management applies significant judgment when estimating probable amounts of contingent liabilities. Future negotiations 
regarding the contingent obligations could cause the ultimate obligation to be less than or greater than the amount estimated. 
Changes in these estimates could require us to take additional charges or benefits in future periods and could materially impact 
our financial position and results of operations. 


Equity Instruments 


Effective April 1,2006, we adopted the provisions of SFAS No. 123 (revised 2004), 'Share-Based Payment" ("SFAS No. 123 
(R)"), which requires the measurement and recognition of compensation expense for all stock-based awards issued to employees 
and directors based on estimated fair values. Under SFAS No. 123(R), compensation expense for all share-based compensation 
awards is recognized on a straight-line basis over the period the employee performs the related services, generally the vesting 
period, net of estimated forfeitures. Napster estimates forfeitures based on historical experience and revises the rates, if 
necessary, in subsequent periods if actual forfeitures differ from previous estimates. 


Management applies significant judgment when determining estimated forfeiture rates. While Napster bases its estimates on 
historical experience and on various other assumptions that management believes to be reasonable under the circumstances, 
actual results may differ significantly from these estimates under different assumptions or conditions and, as a result, could have a 
material impact on our financial position, results of operations, and cash flows. 
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Results  o f  Operations 
Fiscal 2007 as compared to fiscal 2006 


The following table sets forth our results as a percentage of total net revenues for the periods indicated. These operating 
results are not necessarily indicative of the results for any future period. 


As a Percentage of Net Revenues 
For the Year Ended March 31, 


. . . . . . . . . . .  . . . : . . . . .  . . . . . . .  . . . . . . .  . . . . . . . . .  
. . : .  ~ d t ~ l  opeiating&p-inses~ . . . .  


- . . -  . . 
63% .. . . 92% 


Net Revenues 


The following table sets forth, for the periods indicated, the summary of our revenues from continuing operations by revenue 
type: 


Year Ended As a Percentage of Net Revenues 
hlarch 31, For the Year Ended March 31, 


2007 2006 2007 2006 
(in thousands) 


Online music revenues: 
$1 10,380 $90,784 


1% 4% 
100% 100% 
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Service Revenues 


Service revenues increased for fiscal 2007 as compared to fiscal 2006 primarily due to growth in our subscriber base, 
international expansion and new revenue streams, offset by a decrease in revenue from music downloads. Paid subscribers grew 
from 412,000 at March 31, 2005 to 606,000 at March 31,2006 and 830,000 at March 31, 2007. During fiscal 2007 we had a full 
year revenue benefit from the fiscal 2006 paid subscriber growth. Additionally, the Napster music service was launched in 
Germany during December 2005 and in Japan during October 2006. This increase in our subscriber base and international 
expansion drove an $18.8 million increase in subscription service revenues. We also began marketing new revenue streams such 
as advertising during May 2006 and our Napster Mobile music service during August 2006. New revenue streams contributed 
$1.5 million of net revenue during fiscal 2007. 


The service revenues in fiscal 2007 also include (a) approximately $4.0 million of non-recurring revenues related to prepaid 
cards that were sold previously and that we estimate will never be redeemed and for which we have no further obligation ('prepaid 
card breakage") and (b) a decrease of approximately $4.7 million in download revenue, because our growing base of subscription 
customers do not need to purchase individual song tracks. 


For the purpose of paid subscriber calculations, we include university subscribers, Japanese subscribers, Napster Mobile 
subscribers and the over 225,000 AOL Music Now subscribers as of their March 15, 2007 transition date. 


We anticipate that service revenues will continue to increase in the future as we get the full year revenue benefit in fiscal 
2008 from the fiscal 2007 paid subscriber growth. Near term, service revenues will be impacted by normal summer seasonality. 


Product and License Revenues 


Product and license revenues for fiscal 2007 decreased $3.2 million as compared to fiscal 2006 primarily due to the timing of 
hardware promotional programs. Fiscal 2006 included a single hardware promotion that resulted in $2.9 million of revenue, which 
was not continued in 2007. We expect that product and license revenues will continue to be a small portion of net revenues and 
fluctuate depending on our product promotions and licenses. 


Geographic Revenues 


The following table sets forth, for the periods indicated, the summary of our revenues from continuing operations by 
geography: 


Year Ended As a Percentage of Net Revenues 
March 31, For the Yeor Ended March 31, 


2007 2006 2007 2006 
(in thousands) 


Revenues: 
North America $ 92,227 $83,054 83% 88% 


urope 18,854 11,637 17% 12% 
Net revenues $1 11,081 $94,691 100% 100% 


The revenue increase in North America for fiscal 2007 as compared to fiscal 2006 is primarily due to a $12.3 million increase 
in subscriber revenue, the $4.0 million in prepaid card breakage, the $1.5 million of revenue from new revenue streams, offset by 
the $3.2 million decrease in product revenue and a $5.4 million decrease in download revenue. The increase in service revenue is 
primarily due to the paid subscriber increase in the past two years. 
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The increase in revenue in Europe for fiscal 2007 as compared to fiscal 2006 is primarily related to the launch of music 
service in Germany in December 2005. 


We anticipate that the proportion of revenue outside of the United States will fluctuate as a result of continued marketing 
activities and initiatives focused on world-wide customer growth and international expansion. 


Gross Margin 


The following table sets forth, for the periods indicated, our gross margin from continuing operations: 


Year Ended As a Percentage of Related Revenues 
March 31, For the Year Ended March 31, 


2006 2007 2006 


Gross margin: 
Service 
Product and license (1,742) (833) (249)% (21 )% 


Total gross margin 


Service gross margin is the profit from revenues after deducting the cost of royalties to content providers and publishers, 
technical support, bandwidth and hosting costs, depreciation and amortization of infrastructure and certain identifiable intangible 
assets related to the delivery of the services, and any other direct costs of providing the services. Product and license gross 
margin is the profit from revenues after deducting the cost of product sold, order fulfillment services, product shipping costs and 
any other direct expenses to deliver the product or licenses. 


Service gross margin as a percentage of related revenue improved in fiscal 2007 as compared to fiscal 2006 primarily due to 
the non-recurring prepaid card breakage revenues, which had no associated direct costs. Excluding non-recurring revenues, 
service gross margin for fiscal 2007 decreased one percentage point from fiscal 2006. This change is primarily due to increased 
license fees and additional ongoing expenditures for service infrastructure, offset in part by a change in revenue mix from 
download revenues to subscription revenues, which have a higher gross margin. 


Product and license gross margin dollars decreased for fiscal 2007 as compared to fiscal 2006 primarily due to the terms of 
hardware promotions. 


Service headcount dedicated to maintaining content and providing customer care was 13 and 12 at March 31, 2007 and 
2006. respectively. 


Near term, gross margins will decline because the $4 million of prepaid card breakage revenues will not recur in fiscal 2008. 
Excluding non-recurring items and low margin hardware promotions, we expect gross margins to remain steady. 


Operating Expenses 


We classify operating expenses as research and development, sales and marketing and general and administrative. Each 
category includes related expenses for salaries, employee benefits, incentive compensation, stock-based compensation, travel, 
telephone, communications, facility costs and professional fees. Our sales and marketing expenses include additional 
expenditures specific to the marketing group, such as public relations, advertising, trade shows, marketing collateral materials and 
subscriber acquisition costs, as well as expenditures specific to the sales group, such as commissions and referral fees paid to 
marketing partners. In addition, we include amortization of certain identifiable intangible assets as operating expenses. 
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The following table sets forth, for the periods indicated, our operating expenses from continuing operations: 


Year Ended As a Percentage of Net Revenues 
March 31, For the year-~nded March 31, 


2007 2006 2007 2006 
(in thousands) 


Research and development S 11,045 $13,137 10% 14% 
Sales and marketing 34,213 51,741 31 % 55% 
General and administrative 24,311 20,881 22% 22% 
Amortization of intangible assets 271 1,265 -% 1 % 


tal operatin $87,024 63% 92% 


Research and Development 


Research and development expenses consist primarily of salary, benefits (including stock-based compensation) and 
contractors' fees for our development and other costs associated with the minor enhancements of existing products, development 
of new services or development of new features for existing services. 


Research and development expenses decreased for fiscal 2007 as compared to fiscal 2006 primarily due to net lower 
headcount costs and lower depreciation. Headcount and contraclor costs decreased in fiscal 2007 following the release of new 
products in mid-fiscal2006, and because we dedicated a portion of our research and development efforts in 2007 on reimbursable 
projects for Napster Japan. The reduction in headcount costs was offset by the increase in stock-based compensation expense. 
Depreciation decreased because capital assets were fully depredated in mid-fiscal 2007. 


Research and development headcount was 60 at March 31,2007 and 63 at March 31,2006. 


Fiscal 2008 research and development expenditures are expected to remain flat in 2008, and will focus on improved mobile 
delivery and other product enhancements. 


Sales and Marketing 


Sales and marketing expenses consist primarily of salary and benefits (including stock-based compensation) for sales and 
marketing personnel, referral fees paid to marketing partners, other subscriber acquisition costs, as well as costs associated with 
advertising and promotions. 


Sales and marketing expenses decreased for fiscal 2007 as compared to fiscal 2006 due primarily to the reduction in 
marketing programs. We have substantially reduced our spend and our Subscriber Acquisition Cost ('SAC") over the last year as 
we have moved away from offline advertising to targeted online spend where we can achieve very low cost per trialer as per our 
internal targets. We have also increased our focus on our strateg~c distribution partners where we have moved from our original 
model of giving advances and guaranteed market development funds to a more variable cost model where we pay bounties only 
when we acquire subscribers. 


Sales and marketing headcount was 27 at March 31,2007 and 32 at March 31,2006. 


We expect sales and marketing expenses to remain steady near term as we trade fixed marketing program costs for variable 
fees that we expect we will pay as we add new subscribers through our strategic partnerships. With this partner based variable 
cost model we expect to continue to keep our SAC at the low levels we have recently achieved and keep the overall marketing 
spend at the reduced run rate. 
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General and Administrative 


General and administrative expenses consist primarily of  salary and benefits (including stock-based compensation) for 
executive and administrative personnel, professional services, administrative outsources and other general corporate activities. 


General and administrative expenses increased for fiscal 2007 as compared to fiscal 2006 primarily due to approximately 
$1.5 million higher professional and administrative outsource fees and $2.5 million of stock-based compensation, offset by an 
approximately $600,000 decrease in personnel related expense. 


General and administrative headcount, including all corporate general and administrative employees, was 38 at March 31, 
2007 and March 31,2006. 


General and administrative expenses may increase in the near term as certain administrative outsource fees increase when 
revenues increase, and we continue to incur costs to evaluate and defend against recent legal and other claims. Excluding those 
items, we plan to control general and administrative expense growth. 


Amortization of  Intangible Assets 


Beginning March 2007, we had amortization expense related to the customer intangible acquired through the Asset 
Purchase Agreement with AOL. Amortization of intangible assets for fiscal 2006 consisted of amortization expense related to the 
intangible assets recorded in connection with our acquisition of Napster's name in December 2002 and Napster, LLC, formerly 
known as Pressplay, in May 2003. Those intangible assets were fully amortized as of March 31, 2006. 


Future amortization expense will reflect the pattern in which the economic benefits of the AOL customer intangible asset are 
consumed. 


Loss from Unconsolidated Entity 


The loss from unconsolidated entity represents our 31.5% portion of the loss incurred by Napster Japan during the periods 
presented, limited to the extent of our cumulative equity contributions. We do not expect to record further losses from Napster 
Japan unless we contribute additional capital in the future. Napster, LLC has no obligation to fund future losses or provide 
additional capital contributions to Napster Japan. In the event that Napster Japan issues additional equity ownership in the future 
and we do not participate in the financing, our ownership interest in Napster Japan would be diluted. 


Other Income, Net 


Other income, net, consists primarily of interest income on our cash, cash equivalents and short-term investments, realized 
gains (losses) due to foreign currency fluctuations, interest expense, change in the fair value of the hedge and other 
miscellaneous income. 


Other income, net, increased $1.2 million in fiscal 2007 as compared to fiscal 2006 due to (1) $1.0 million higher investment 
income due to higher interest rates, (2) approximately $650,000 lower hedge discount expense in fiscal 2007 following the sale of 
our shares of Sonic common stock in fiscal 2006, (3) an approximately $650,000 increase in foreign currency gains and (4) a 
$100,000 decrease in interest expense following pay down and termination of our line of credit, offset by the $1.2 million gain on 
the sale of the Sonic common stock in fiscal 2006, which did not recur in fiscal 2007. 


We expect other income, net, to decrease in the future as investments are used to fund operations. We also expect other 
income, net, to fluctuate due to foreign currency fluctuations. 
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lncome Tax Benefit 


We have recorded a valuation allowance to reduce deferred tax assets to the amount we believe is more likely than not to be 
realized. In the event that deferred tax assets would be realizable in the future in excess of the net recorded amount, an 
adjustment to the valuation allowance on deferred tax assets would increase income in the period such determination was made. 


During January 2005, following the divestiture of CSD, which utilized substantially all of our tax operating losses, Napster 
made a tax election to step up the basis in the Pressplay goodwill for tax purposes. As a result, the Pressplay goodwill is 
deductible for tax purposes, which creates a tax timing difference that is presented as a deferred tax liability and deferred tax 
expense. As realization of this taxable temporary difference is not assured, a net tax expense related to this item is recorded. 


The tax provisions for fiscal 2007 and 2006 represent primarily state franchise taxes, foreign taxes and the timing difference 
related to the Pressplay goodwill. The tax benefit in continuing operations in fiscal 2006 included a $2.5 million tax benefit 
corresponding to the tax provision for the discontinued operations $5.4 million gain on divestiture. In the near term, we expect to 
continue to incur minimal income taxes as we are anticipating operating losses from operations. 


We are subject to various tax rates in the jurisdictions in which we do business. Our tax provision does not take into account 
any future benefit from loss carryforwards, which may be realized if we again achieve profitability and begin generating taxable 
income. 


lncome from Discontinued Operations 


Napster had no ongoing activity in the discontinued operations during fiscal 2007 and 2006. The loss from discontinued 
operations in fiscal 2007 is comprised of an additional charge related to adjustments to stock-based compensation on options 
issued primarily from fiscal 2002 to 2005 offset by the net tax benefit from the favorable resolution of previously provided tax 
contingencies related to CSD. During March 2006, Napster and Sonic settled all adjustments described in the divestiture 
agreement and Napster recognized an additional $4.5 million gain on the divestiture, net of taxes. 
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Fiscal 2006 as compared to fiscal 2005 


The following table sets forth our results as a percentage of total net revenues for the periods indicated. These operating 
results are not necessarily indicative of the results for any future period. 


As a Percentage of Net Revenues 
For the Year Ended March 31, 


2006 


effect 3% 47% 
Net lo 


Net Revenues 


The following table sets forth, for the periods indicated, the summary of our revenues from continuing operations: 


Year Ended As a Percentage of Net Revenues 
March 31, For the Year Ended March 31, 


2006 2005 2006 2005 


Service $90,784 $44,724 96% 96% 
Product 8 license 4% 4% 


Total online music 
revenues $94,691 $46,729 100% 100% 


Service revenue increased in fiscal 2006 compared to fiscal 2005 primarily due to growth in the online music market, 
consumer adoption of our products and international expansion. The Napster paid service was launched in the United States 
during October 2003, in the United Kingdom and Canada during May 2004 and in Germany in December 2005. Since these 
launches, excluding the cyclical impact of university subscribers, our subscriber base has increased steadily. Total paid 
subscribers including university subscribers were 606,000 as of March 31, 2006 compared to 412,000 as of March 31, 2005. 


Product and license revenues for fiscal 2006 increased as compared to fiscal 2005 primarily due to increased hardware 
promotions in fiscal 2006 as compared to fiscal 2005. 
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Geographic Revenues 


The following table sets forth, for the periods indicated, the summary of our revenues from continuing operations: 


Year Ended As a Percentage of Net Revenues 
March 31, For the Year Ended March 31, 


2006 2005 2006 2005 


Total online music 
revenues $94,691 $46,729 100% 100% 


P P 


The increase in revenues was related to the steady growth of the online music service in the United States and the launches 
of the service in the United Kingdom and Canada in May 2004 and Germany in December 2005. 


Gross Margin 


The following table sets forth, for the periods indicated, our gross margin from continuing operations: 


Year Ended As a Percentage of Related Revenues 
March 31, For the Year Ended March 31, 


2006 2005 2006 2005 
In thousands 


Service gross margin is the profit from revenues after deducting the cost of royalties to content providers and publishers, 
technical support, bandwidth and hosting costs, depreciation and amortization of infrastructure assets related to the delivery of our 
online services, and any other direct costs of providing the services or products. Product and license gross margin is the profit 
from revenues after deducting the cost of product sold, order fulfillment services, product shipping costs and any other direct 
expenses to deliver the product or licenses. 


The improvement in service gross margin in fiscal 2006 as compared to fiscal 2005 was primarily due to the change in 
revenue mix from download revenues to subscription revenues, which have a higher margin, offset by additional ongoing 
expenditures for infrastructure to support our digital music distribution services. 


Product and license gross margins fluctuate based on the nature of the hardware promotions and the volume of trademark 
licenses in each period. We also offer several product bundles, the revenues from which are allocated between service revenues 
and product and license revenues on a pro-rata basis in accordance with ElTF 00-21. Product and license gross margin 
decreased in fiscal 2006. This decrease was due primarily to more negative margin hardware promotions in fiscal 2006 as 
compared to fiscal 2005. 


Online service headcount dedicated to maintaining content and providing customer care was 12 at March 31, 2006 and 10 at 
March 31,2005. 
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Operating Expenses 


We classify operating expenses as research and development, sales and marketing and general and administrative. Each 
category includes related expenses for salaries, employee benefits, incentive compensation, stock-based compensation, travel, 
telephone, communications, rent and allocated facilities and professional fees. Our sales and marketing expenses include 
additional expenditures specific to the marketing group, such as public relations, advertising, trade shows, marketing collateral 
materials and subscriber acquisition costs, as well as expenditures specific to the sales group, such as commissions and referral 
fees paid to marketing partners. In addition, we include restructuring charges and certain amortization of identifiable intangible 
assets as operating expenses. 


The following table sets forth, for the periods indicated, our operating expenses from continuing operations: 


Year Ended As a Percentage of Net Revenues 
March 31, For the Year Ended March 31, 


2006 2005 2006 2005 


Research and Development 


Research and development expenses consist primarily of salary, benefits and contractors' fees for our development and 
other costs associated with the minor enhancements of existing products, development of new features for the online service and 
development of new products. 


Research and development expenses increased for fiscal 2006 compared to fiscal 2005 primarily due to additional 
headcount and contractors throughout fiscal 2006 that were hired in the third quarter of fiscal 2005 to work on the free music 
service, integration of the paid Napster service with other technology platforms, such as XM satellite radio and wireless, and 
international expansion. 


Research and development headcount was 63 at March 31,2006 and 2005. 


Sales and Marketing 


Sales and marketing expenses consist primarily of salary and benefits for sales and marketing personnel, referral fees paid 
to marketing partners, other subscriber acquisition costs, as well as costs associated with advertising and promotions. 


The increase in sales and marketing expense in fiscal 2006 compared to fiscal 2005 was primarily due to $2.2 million of 
additional personnel-related charges associated with headcount added during fiscal 2006 and 2005, and $1 0.2 million of 
increased marketing program spending in fiscal 2006. The headcount increase was partially associated with our European 
expansion. The increase in marketing program expenses was related to planned marketing programs in fiscal 2006, including 
completion of the Napster To Go launch and marketing associated with the German launch. 


Sales and marketing headcount was 32 at March 31,2006 and 25 at March 31,2005. 
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General and Administrative 


General and administrative expenses consist primarily of salary and benefit costs for executive and administrative personnel, 
professional services, administrative outsources and other general corporate activities. General and administrative charges for the 
continuing operations in fiscal 2005 include all corporate overhead charges that are not directly attributable to CSD. 


General and administrative expenses decreased in fiscal 2006 compared to fiscal 2005 due to the following reasons: (1) a 
$1.6 million decrease in personnel related costs because of lower head count following the CSD divesture in the third quarter of 
fiscal 2005, (2) a $1.3 million decrease in depreciation and facility expense as a result of the CSD divesture and (3) a $200,000 
increase in outside services as the result of increases in legal expenses and other outsourced administrative services, offset by 
lower fees for SOX compliance. 


General and administrative headcount, including all corporate general and administrative employees, was 38 at March 31, 
2006 compared to 37 at March 31,2005. 


Amortization of Intangible Assets 


Amortization of intangible assets consists of amortization expense related to the intangible assets recorded in connection 
with our acquisition of Napster's name in December 2002 and Napster, LLC, formerly known as Pressplay. in May 2003. 


Amortization of intangible assets in operating expenses decreased in fiscal 2006 compared to fiscal 2005 primarily because 
certain intangible assets became fully amortized during the third quarter of fiscal 2006. The remaining net book value of intangible 
assets at March 31,2006 was zero. 


Loss from Unconsolidated Entity 


The $289,000 loss from unconsolidated entity represents our 31 5% portion of the loss incurred by our Japan joint venture 
during fiscal 2006. The joint venture was formed during October 2005, and this loss represents our share of initial costs to form 
the company. 


Other Income, Net 


Other income, net, consists primarily of interest income on our cash equivalents and short-term investments, realized gains 
(losses) on short-term investments, interest expense, change in the fair value of the hedge and other miscellaneous income. 
Other income increased in fiscal 2006 compared to fiscal 2005 primarily due to $1 .l million of increased investment income from 
the cash received from the sale of CSD in fiscal 2005, a $1.2 million one-time gain on the sale of the Sonic common stock in fiscal 
2006, and reduced interest expense of $600,000 due primarily to the repayment of the line of credit in early fiscal 2006. Such 
positive increases were partially offset by a $1.1 million increase in foreign currency losses. 


Income Tax Benefit 


We have recorded a valuation allowance to reduce deferred tax assets to the amount we believe is more likely than not to be 
realized. In the event that deferred tax assets would be realizable in the future in excess of the net recorded amount, an 
adjustment to the valuation allowance on deferred tax assets would increase income in the period such determination was made. 
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During January 2005, following the divestiture of CSD, which utilized substantially all of our tax operating losses, Napster 
made a tax election to step up the basis in Pressplay goodwill for tax purposes. As a result, the Pressplay goodwill is deductible 
for tax purposes, which creates a tax timing difference that is presented as a deferred tax liability and deferred tax expense. As 
realization of this taxable temporary difference is not assured, a net tax expense related to this item is recorded. 


Income tax benefit decreased $14.3 million or 93% to $1.2 million in fiscal 2006 from $15.5 million in fiscal 2005. The 
significant decrease in the tax benefit was due to the fiscal 2005 utilization of losses from continuing operations to offset income 
from the discontinued operations. The fiscal 2006 expense represents primarily foreign taxes and the timing difference related to 
the Pressplay goodwill. 


Income from Discontinued Operations 


The income from discontinued operations in fiscal 2006 primarily reflects the after-tax impact of the purchase price 
settlement with Sonic for the sale of CSD in December 2004. The income from discontinued operations in fiscal 2005 primarily 
included the $18 million after-tax gain on the divestiture. 


Liquidity and Capital Resources 


We ended fiscal 2007 with $66.5 million in cash, cash equivalents and short-term investments. These amounts consist 
principally of commercial paper, corporate bonds, asset-backed securities, money market funds and U.S. government securities. 
This balance represents a $37.7 million decrease as compared to March 31, 2006. 


Our primary ongoing source of cash is receipts from revenues. The primary uses of cash are payroll (salaries and related 
benefits), general operating expenses (marketing, travel and office rent , payments to content providers, payments for roducts 
held for resale, and purchases of property and equipment, including so Ware development costs. In addition, we paid i l l  .I 
million in the 4 thquarter of fiscal 2007 pursuant to the AOL agreement. 


I 
Our working capital was $41.0 million at March 31,2007. 


Line of Credit 


During part of fiscal 2007 we had a revolving line of credit, collateralized by substantially all of our assets, with Silicon Valley 
Bank. We had no borrowings under the line during fiscal 2007, and terminated the line in October 2006. We were in compliance 
with all covenants under the line of credit at all times. 


Financial Position 


We believe that the liquidity provided by existing cash, cash equivalents and short-term investments will provide sufficient 
capital to meet our requirements for at least the next 12 months. Napster operates and will continue to operate in the near term at 
a loss and with net negative cash flow, due to investments required to continuingly expand our subscriber base. 
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Cash Flow Changes 


The following table sets forth, for the periods indicated, the components of cash flow activities (in thousands): 


For the Year Ended March 31, 


Chanaes in o~eratina assets and liabilities: 


Net cash provided by (used in) financing activities ' $ (4) $(14,910) $ 53,215 


Cash used by operating activities is driven by our net loss, adjusted for non-cash items, and change in operating assets and 
liabilities. Non-cash adjustments include non-cash gain, depreciation and amortization, stock-based compensation expense, 
deferred income taxes and loss in unconsolidated entities. 


Cash provided by (used in) investing activities is primarily attributable to capital expenditures, purchases and sales of short- 
term investments, investment in (return on investment from) unconsolidated entity and proceeds from divestitures. 


Cash provided by (used in) financing activities is driven by our financing activities relating to employee stock plans, principal 
payments of long-term debts and equity financing. 


Fiscal 2007 as compared to fiscal 2006 


The decrease in net cash used in operating activities in fiscal 2007 is primarily due to a lower net loss in fiscal 2007 
compared to fiscal 2006. Additionally. the decrease in deferred revenue in fiscal 2007 compared to fiscal 2006 was primarily due 
to the non-recurring prepaid card breakage recognized during fiscal 2007. Changes in other working capital items are primarily 
related to timing of receipts and payments. 


The increase in net cash provided by investing activities in fiscal 2007 compared to fiscal 2006 is primarily due to the fact 
that we liquidated approximately $20 million of investments to fund operating cash flows during fiscal 2007 and had invested 
approximately $20 million of proceeds from the divestiture of CSD in fiscal 2006. Other than investment liquidation or new 
investments, the fiscal 2007 change in investing cash flows included a $2.2 million cash receipt from Sonic related to the 
divestiture of CSD, offset by an $1 1.1 million payment to AOL pursuant to the AOL agreement. Fiscal 2006 investing cash flows 
also included our $2.7 million USD equivalent investment in our Japan Joint Venture and $4.1 million more capital expenditures 
than in fiscal 2007. 


The only financing activities in fiscal 2007 were related to employee stock plans and principal payments on capital lease 
obligations. In fiscal 2006 we repaid the $15 million outstanding balance under our $17.0 million line of credit. 
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Fiscal 2006 as compared to fiscal 2005 


Operating cash flows in fiscal 2006 were negatively impacted by an increase in net loss, and by the $6.5 million non-cash 
gains on the sale of CSD and the sale of Sonic common stock. Such items were partially offset by $10.0 million in non-cash 
expenses and $7.0 million of changes in operating assets and liabilities. The decrease of $3.5 million in cash flows from deferred 
revenue in fiscal 2006 from $8.1 million in fiscal 2005 is primarily due to the relative reduction in the subscriber growth from that 
experienced in fiscal 2005, which was impacted by a full year's growth following the launch of the online music service in October 
2003. Changes in other working capital items are primarily related to timing of payments and receipts. 


The increase in net cash used in investing activities in fiscal 2006 is primarily because we invested proceeds from the sale of 
businesses during fiscal 2006. As of March 31,2005 we had received over $70 million from the sale of businesses, but much of 
the balance had not yet been invested. 


Fiscal 2006 was a use of cash for financing activities because we repaid our $1 5.0 million line of credit, whereas fiscal 2005 
was a source of cash from financing activities because we raised over $53 million in net proceeds from the issuance of common 
stock through a private equity financing and to employees. 


Contractual obligations 
At March 31, 2007, we had fixed non-cancellable contractual obligations including capital leases, operating leases and other 


non-cancelable contractual obligations as follows (in thousands): 


Other Non- 
Non- Cancelable 


Cancelable 
Non- Contractual 


Cancelable Operating 


We also have fixed rate commitments to pay fees and royallies on music delivered to our customers, as well as various 
arrangements with product vendors and other marketing partners to pay fees when new customers from their sites subscribe to 
our services. 


At March 31,2007 we had no indebtedness for borrowed money. 


We expect that as our existing capital leases and operating leases terminate over the next few years, we will enter into new 
agreements which will result in new obligations. 


Off-Balance Sheet Arrangements 
As of March 31,2007, we did not have any off-balance-sheet arrangements, as defined in Item 303(a)(4)(ii) of SEC 


Regulation S-K. 


Recent Accounting Pronouncements 
For recent accounting pronouncements, see Note I-Description of Business and Summary of Significant Accounting 


Policies to the consolidated financial statements appearing in Item 15 of this Annual Report, which are incorporated by reference 
into this Item 7. 
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RlSK 


Interest rate risk 


The primary objective of our investment activities is to preserve principal while at the same time maximizing the income we 
receive from our investments without significantly increasing risk. We maintain our cash, cash equivalents and short-term 
investments with high quality financial institutions and, as part of our cash management process, we perform periodic evaluations 
of the relative credit standing of these financial institutions. Amounts deposited with these institutions may exceed federal 
depository insurance limits. In addition, the portfolio of investments conforms to our policy regarding concentration of investments, 
maximum maturity and quality of investment. 


Some of the securities in which we have invested may be subject to market risk. This means that a change in prevailing 
interest rates may cause the principal amount of the investment to fluctuate. For example, if we hold a security that was issued 
with a fixed interest rate at the then-prevailing rate and the prevailing interest rate later rises, the principal amount of our 
investment will probably decline in value. To reduce this risk, we maintain our portfolio of cash equivalents and short-term 
investments in a variety of securities, including commercial paper, corporate bonds, U.S. agencies securities, asset-backed 
securities and money market funds. In general, money market funds are not subject to interest rate risk because the interest paid 
on these funds fluctuates with the prevailing interest rate. All of our short-term investments mature in less than one year. 


The following table presents the amounts of our short-term investments that are subject to market risk by range of expected 
maturity and weighted-average interest rates as of March 31, 2007. Our cash equivalents are invested in money market funds, 
commercial paper and corporate securities, which are not included in the table because those funds are not subject to interest 
rate risk due to their short maturities (in thousands, except interest rates). 


Less than More than Estimated 


One Year One Year Total Fair Value 
- $36,4t4 $36,414 


% - 


We do not currently hold any variable interest rate debt. Accordingly, we have not been exposed to near-term adverse 
changes in interest rates or other market prices. We may, however, experience such adverse changes if we incur debt or hold 
other derivative financial instruments in the future. 


Financial instruments that potentially subject us to significant concentrations of credit risk consist principally of cash, cash 
equivalents, and short-term investments. 


Exchange rate risk 


We market our Napster service in North America, Japan and parts of Europe, resulting in transactions denominated in U.S. 
dollars, Canadian dollars, United Kingdom pounds, Euro and Japanese Yen. As such, our financial results could be affected by 
factors such as changes in foreign currency exchange rates or weak economic conditions in foreign markets. 


Transactions denominated in currencies other than the functional currency of the legal entity are remeasured to the 
functional currency of the legal entity at the period-end exchange rates. Any associated currency re-measurement gains and 
losses are recognized in current operations. 
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For our foreign subsidiaries whose functional currency is the local currency, we translate assets and liabilities to U.S. dollars 
using period-end exchange rates and translate revenues and expenses using average exchange rates during the period. 
Exchange gains and losses arising from translation of foreign entity financial statements are included as a component of other 
comprehensive income (loss). 


Cash and cash equivalents are predominantly denominated in U.S. dollars. As of March 31, 2007 we held the equivalent of 
$5.6 million U.S. dollar of cash and cash equivalents in United Kingdom pounds, $1.8 million in Euro and $500,000 in other 
foreign currencies. 
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 
The Consolidated Financial Statements and Supplementary Data required by this ltem are set forth at the pages indicated in 


ltem 15(a). 


Unaudited Quarterly Results of Operations 


ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSLIRE 
None. 


45 
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ITEM 9A. CONTROLS AND PROCEDURES 


Evaluation o f  disclosure controls and procedures. 


Our management has evaluated, with the participation of our Chief Executive Officer and our Chief Financial Officer, the 
effectiveness of our disclosure controls and procedures (as defined in Rule 13a-15(e) and Rule 15d-15(e) under the Securities 
Exchange Act of 1934, as amended) as of the end of the period covered by this Annual Report on Form 10-K. Based on this 
evaluation, our Chief Executive Officer and our Chief Financial Officer have concluded that our disclosure controls and procedures 
were effective to ensure that information we are required to disclose in reports that we file or submit under the Securities 
Exchange Act (i) is recorded, processed, summarized and reported within the time periods specified in Securities and Exchange 
Commission rules and forms, and (ii) is accumulated and communicated to our management, including our Chief Executive Officer 
and our Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure. Our disclosure controls 
and procedures are designed to provide reasonable assurance that such information is accumulated and communicated to our 
management. 


Management's Annual Report on Internal Control Over Financial Reporting. 


Management of our Company is responsible for establishing and maintaining adequate internal control over financial 
reporting as such term is defined in Rules 13a-15(f) and 15(d)-15(f) under the Securities Exchange Act of 1934, as amended. Our 
internal control over financial reporting is designed to provide reasonable assurance regarding the reliability of financial reporting 
and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. 
Internal control over financial reporting includes those policies and procedures that: 


pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and 
dispositions of the assets of our Company; 


provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements 
in accordance with generally accepted accounting principles, and that receipts and expenditures of our Company are 
being made only in accordance with the authorization of management and directors of our Company; and 


provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of 
our Company's assets that could have a material effect on the financial statements. 


Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, 
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate 
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. 


Management assessed the effectiveness of our internal control over financial reporting as of March 31,2007. In making this 
assessment, our management used the criteria set forth in lnternal Control-Integrated Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission ("COSO'). 


Based on our assessment of internal controls over financial reporting, management has concluded that, as of March 31, 
2007, our internal control over financial reporting was effective. 


Our management's assessment of the effectiveness of the Company's internal control over financial reporting as of 
March 31, 2007 has been audited by PricewaterhouseCoopers, LLP, an independent registered public accounting firm, as stated 
in their report that appears on page F-2. 
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Attestation Report of the Registered Public Accounting Firm. 


The report required by this item is set forth on page F-2. 


Changes in Internal Control over Financial Reporting. 


There were no significant changes in our Company's internal control over financial reporting identified in management's 
evaluation during the fourth quarter of fiscal 2007 that have materially affected, or are reasonably likely to materially affect, our 
Company's internal control over financial reporting. 


ITEM 9B. OTHER INFORMATION 


None. 


PART Ill 


ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE 


lnformation in response to this item is incorporated herein by reference to our definitive proxy statement for our 2007 annual 
meeting of stockholders to be held on September 20. 2007. Information concerning our executive officers is included in Part I. 


ITEM 11. EXECUTIVE COMPENSATION 


lnformation in response to lhis item is incorporated herein by reference to our definitive proxy statement for our 2007 annual 
meeting of stockholders to be held on September 20, 2007. 
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED 
STOCKHOLDER MATTERS 


lnformation in response to this item is incorporated herein by reference to our definitive proxy statement for our 2007 annual 
meeting of stockholders to be held on September 20, 2007. 


Equity Compensation Plan Information 


We currently maintain six equity compensation plans: the Amended and Restated 2000 Stock Option Plan (the "2000 Plan"), 
the Amended and Restated 2001 Stock Plan (the '2001 Plan"), the Amended and Restated 2001 Directors Option Plan (the 
'Directors Plan"), the Amended and Restated 2001 Employee Stock Purchase Plan (the "ESPP"), the 2002 Stock Plan (the '2002 
Plan") and the 2003 Stock Plan (the '2003 Plan"). 


Equity Compensation Plans Approved by Stockholders . Each of our 2000 Plan, 2001 Plan. Directors Plan and ESPP was 
approved by Adaptec, our sole stockholder at the time each plan was adopted. The 2003 Plan was approved by our stockholders 
at our annual meeting of stockholders on September 18, 2003. 


Under each of the 2000 Plan, 2001 Plan and 2003 Plan, our Board of Directors, or a committee of the Board, may grant 
stock options and restricted stock awards to employees and consultants of Napster or our subsidiaries and to Napster directors. 
The purchase price of any shares of our common stock subject to an award granted under any of these plans will be determined 
by our Board or a committee of the Board at the time of grant. Awards granted under these plans may be fully vested at grant or 
subject to a vesting schedule determined by our Board or a committee of the Board. Each option granted under these plans will 
expire not more than ten years after its date of grant. Unvested shares of restricted stock are subject to cancellation or to 
repurchase by Napster upon the termination of the holder's employment or service. As of March 31, 2007, 1,726,658 restricted 
stock awards, net of cancellations, were granted under these plans. 


On October 24, 2005, the Board of Directors terminated the authority to grant additional awards under the Directors Plan. 


Employees participating in the ESPP may purchase common stock at the end of each purchase period at a purchase price 
equal to 85% of the lower of  the fair market value of the stock at the beginning or the end of the purchase period. Employees 
generally may contribute up to 10% of their base compensation to the purchase of stock under the plan, but may purchase no 
more than 750 shares of stock each purchase period. The plan operates in overlapping 24-month offering periods, and each 
offering period consists of four six-month purchase periods. 


Equity Compensation Plan Not Approved by Stockholders . The 2002 Plan did not require approval of, and has not been 
approved by, our stockholders. The 2002 Plan allows our Board of Directors, or a committee of the Board, to grant stock options 
and restricted stock awards to employees and consultants of Napster or our subsidiaries. Employees who are Napster officers and 
Napster directors are not eligible to receive awards under the 2002 Plan. To date, only stock options have been granted under the 
2002 Plan. The purchase price of any shares of our common stock subject to an award granted under the 2002 Plan will be 
determined by our Board or a committee of the Board at the time of grant and may be less than the fair market value of the 
underlying stock at that time. Stock awards granted under the 2002 Plan may be fully vested at grant or subject to a vesting 
schedule determined by our Board or a committee of the Board. Each option granted under the 2002 Plan will expire not more 
than ten years after its date of grant. 
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Summary Table. The following table sets forth, for each of Napster's equity compensation plans, the number of our shares 
of common stock subject to outstanding options, the weighted-average exercise price of outstanding options, and the number of 
shares remaining available for future award grants as of March 31, 2007. 


Napster common 


Number of shares 
of Napster common 


Weighted average 
stock to be issued 
upon exerclse of exercise price of 


outstanding outstanding 


. - . . 


stockholders 


stock remaining 
available for 


future issuance 
under equity 


compensation 
plans (excluding 
shares reflected 


in the first 


[I) This column does not reflect shares that may be acquired under the ESPP in the current purchase period because that 
number is not determinable until the end of the period. 


(2) This column does not reflect the price of shares that may be acquired under the ESPP in the current purchase period 
because that price is not determinable until the end of the period. 


(3) Of these shares, 395,537 were available under the ESPP and the balance was available for option grants under our other 
stockholder-approved equity compensation plans. Up to 5,208,112 of these shares were available for restricted stock award 
grants under the 2001 Plan and 2003 Plan. 


(4) On April 1 of each year during the term of the 2001 Plan, the total number of shares available for award purposes under the 
2001 Plan will increase by the lesser of 2,000,000 shares or 6% of the total number of common shares issued and 
outstanding as of the immediately preceding March 31, or a lesser number determined by the Board of Directors. On April 1 
of each year during the term of the Employee Stock Purchase Plan, the total number of shares available for purchase under 
the ESPP will increase by the lesser of 100,000 shares or 1.5% of the total number of common shares issued and 
outstanding as of the immediately preceding March 31, or a lesser number determined by the Board of Directors. 
Accordingly, on April 1,2007, the aggregate number of shares available for issuance under the 2001 Plan increased by 
2,000,000 shares and the aggregate number of shares available for issuance under the ESPP increased by 100,000 shares. 
The information presented in this table was calculated as of March 31, 2007 and does not reflect these increases, or any 
possible future increases, to the number of shares available under these plans. 


(5) All of these shares are available for option and restricted stock award grants under the 2002 Plan. 


ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE 


lnformation in response to this item is incorporated herein by reference to our definitive proxy statement for our 2007 annual 
meeting of stockholders to be held on September 20,2007. 


ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES 


lnformation in response to this item is incorporated herein by reference to our definitive proxy statement for our 2007 annual 
meeting of stockholders to be held on September 20, 2007. 
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PART IV 


ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULE 


(a) The following documents are filed as part o f  this annual report: 


1. Financial Statements 


See Index to Financial Statements at page F-1 of this Form 10-K. 


2. Financial Statement Schedule 


Schedule Il-Valuation and Qualifying Accounts and Reserves. 


All other schedules have been omitted because the required information is not present or not present in amounts 
sufficient to require the submission of the schedules, or because the information required is included in the consolidated 
financial statements or the notes thereto. 


3. Exhibits: 


The exhibits listed in the accompanying index to exhibits are filed as part of this Form 10-K. 
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NAPSTER, INC. 


REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 


To the Board of Directors and Stockholders of Napster, Inc.: 


We have completed integrated audits of Napster, Inc.'s consolidated financial statements and of its internal control over 
financial reporting as of March 31, 2007 in accordance with the standards of the Public Company Accounting Oversight Board 
(United States). Our opinions, based on our audits, are presented below. 


Consolidated financial statements and financial statement schedule 


In our opinion, the consolidated financial statements listed in the index appearing under ltem 15(a)(l) present fairly, in all 
material respects, the financial position of Napster, Inc. and its subsidiaries at March 31, 2007 and 2006, and the results of their 
operations and their cash flows for each of the three years in the period ended March 31,2007 in conformity with accounting 
principles generally accepted in the United States of America. In addition, in our opinion, the financial statement schedule listed in 
the index appearing under ltem 15(a)(2) presents fairly, in all material respects, the information set forth therein when read in 
conjunction with the related consolidated financial statements. These financial statements and financial statement schedule are 
the responsibility of Ihe Company's management. Our responsibility is to express an opinion on these financial statements and 
financial statement schedule based on our audits. We conducted our audits of these statements in accordance with the standards 
of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit 
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit of financial 
statements includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, 
assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial 
statement presentation. We believe that our audits provide a reasonable basis for our opinion. 


As discussed in Note 1 to the consolidated financial statements, during the year ended March 31, 2007, the Company 
changed the manner in which it accounts for stock compensation costs. 


lnternal control over financial reporting 


Also, in our opinion, management's assessment, included in Management's Annual Report on lnternal Control over Financial 
Reporting appearing in ltem 9A, that the Company maintained effective internal control over financial reporting as of March 31, 
2007 based on criteria established in lnternal Control-Integrated Framework issued by the Committee of Sponsoring 
Organizations of the Treadway Commission ('COSO"), is fairly stated, in all material respects, based on those criteria. 
Furthermore, in our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as 
of March 31,2007, based on criteria established in lnternal Control-Integrated Framework issued by the COSO. The Company's 
management is responsible for maintaining effective internal control over financial reporting and for its assessment of the 
effectiveness of internal control over financial reporting. Our responsibility is to express opinions on management's assessment 
and on the effectiveness of the Company's internal control over financial reporting based on our audit. We conducted our audit of 
internal control over financial reporting in accordance with the standards of the Public Company Accounting Oversight Board 
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether 
effective internal control over financial reporting was maintained in all material respects. An audit of internal control over financial 
reporting includes obtaining an understanding of internal control over financial reporting, evaluating management's assessment, 
testing and evaluating the design and operating effectiveness of internal control, and performing such other procedures as we 
consider necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinions. 
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A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally 
accepted accounting principles. A company's internal control over financial reporting includes those policies and procedures that 
(i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of 
the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation of 
financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the 
company are being made only in accordance with authorizations of management and directors of the company; and (iii)'provide 
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's 
assets that could have a material effect on the financial statements. 


Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, 
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate 
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. 


Is1 PricewaterhouseCoopers LLP 


Los Angeles, California 
June 4,2007 







NAPSTER, INC. 


CONSOLIDATED BALANCE SHEETS 
(In thousands, except per share data) 


March 31, 
2007 2006 


Current assets: 
Cash and c 
Short-term 


Other assets 


Accrued liabilities 
Deferred revenues 


Total current I' 
Long-term liabilities 


Deferred income taxes 
- Other long-term liabilitie 


Total liabilit~es 
Commitments and contingenc~es (Note 1 
Stockholders' equity: 


Common stock, $0.001 


The accompanying notes are an integral part of these consolidated financial statements. 
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NAPSTER, INC. 


CONSOLIDATED STATEMENTS OF OPERATIONS 
(In thousands, except per share data) 


Year Ended March 31, 
2007 2006 2005 


Operating expenses: 
Research and development ( I )  11,045 13,137 12,112 
Sales and marketinq (1) 34.21 3 51,741 39.249 
General and ad 
Arnort~zation of 


Total oper 
Loss from continuing 
Other income, net, 


Basic and diluted net loss per share: 
Net loss per share from continuing operations, after income taxes $ (0.85) $ (1.35) $ (1.43) 
Net income per share from dis $ 0.07 $ 0.61 


Basic and diluted net loss per share m) CjiGE) - - 
Weighted average shares used in computing net income (loss) per share 


Basic and diluted 43,187 42,989 36,065 - - 


Discontinued operations 


The accompanying notes are an integral part of these consolidated financial statements. 
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NAPSTER, INC. 


CONSOLIDATED STATEMENT OF CHANGES IN 
STOCKHOLDERS' EQUITY 


(in thousands) 


Accumulated 
Additional Other Total 


Stock Deferred Accumulated Com~rehenSive Stockholders' 
Pald-In Stock-Based 


Shares Amount Capital Compensation Deficit Income (Loss) -- Equity 
Balance at March 31,2004 33,543 34 195.971 (1,386) (56,917) 5,318 143,020 


Net loss - - - - (29.506) - 
- - - - - (29.506) 


Foreign currency Iranslallon adjustments 
- - - - - (4,481 f4,481) 


Unreal~zed gain on short-term ~nveslments 883 883 
Total comprehens~ve loss (33.104) 


lssuance of common stock to Best Buy. Inc In cnnnectlon 
w~ th  marketing 
agreement 1,100 1 4.909 - - - 4.910 


Issuance of common stock under employeestock plans 1.152 1 5,184 - - - 5.185 


to non-employees - - 74 - - - --- 74 
Balance at March 31.2006 43,826 44 260,198 (2,934) (141,368) f15,773 


Net loss - - - - (36.826) - 
- - - - - 


(IG7' (36.826) 
Foreign currency translation adjustment 199 199 
Unreal~zed gain on short-term ~nveslments 


Total comprehensive loss 
Reversal of deferred stock-based cnmpensat~on upon 


adopl~on of SFAS No. 123(R) - - (2,934) - - 
Issuance of mmmon stock under employee stock plans, net 944 1 28 - 29 
Stock-based compensation related to stock awards - - 5.438 - - - --- 5.438 


Balance at March 31,2007 44.770 $ 45 9 262,730 $ - $ (178,194) $ 125 $ 84.706 --- 
The accompanying notes are an integral part of these consolidated financial statements. 
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NAPSTER, INC. 


CONSOLIDATED STATEMENTS OF CASH FLOWS 
(in thousands) 


Year Ended March 31, 


Adjustments to reconcile net loss to net cash used in operating 
Depreciation and amortization 
Amortization of prepaid marketing expenses 
Stock-based compensation charges 5,438 942 2,571 
Other non-cash charges - 524 51 7 
Change in fair market value of investment hedge 684 342 
Gain on sale of businesses - (6,540) (32.077) 


Prepaid expenses and other current and long term assets 1,397 (1,422) 862 


Deferred revenues (6,616) 4,603 8,068 
Other current and long-term liabilities (68) (53) 11 78) 


Proceeds from sale of Consumer Software Division, net 2,200 - 68,966 
Proceeds from sale of GoBack product line, net - - 2,760 
Purchase of AOL Music Now assets (1 1,050) - - 
Purchases of short-term investments (86,191) (1 59,456) (74,820) 
Proceeds from maturities and sale of short-term investments 107,226 138,807 80,424 
Transfer from restricted cash - - 1,735 
Investment in (return on investment from) unconsolidated entity 223 (2,714) - 


Net cash provided by (used in) investing activities 11,484 (28,366) 76,799 
Cash f lows from financing activities: 


Principal payment of capital lease obligation and lin 
lssuance of common stock under employee stock p 
Issuance of common stock from private equ~ty fina 


Net cash provided by (used in) financing activities (4) (14,910) 53,2 15 
Effect of exchange rates on cash 407 (800) (975) 
Change in cash and cash equivalents (1 6,743) (88,604) 98,505 
Cash and cash equivalents at beginning of period 46,812 135,416 36,911 
Cash and cash equ~valents a t  end of period $ 30,069 $ 46,812 $335,436 


The accompanying notes are an integral part of these consolidated financial statements. 
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NAPSTER, INC. 


CONSOLIDATED STATEMENTS OF CASH FLOWS-(Continued) 
(in thousands) 


Year Ended March 31, 
2007 2006 2005 


. . 
Cash paid for interest $ 3 2  $161 $711 - -  - - -  
Cash paid for income taxes $245 $295 $803 - - -  - - -  


Non-cash disclosure of investing and financing activities: 
Unrealized gains (losses) on short-term investments, net $ 93 $(718) $883 - - -  
Assets acauired under ca~ital  leases $ - $ 22 $593 


The accompanying notes are an integral part of these consolidated financial statements 
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NAPSTER, INC. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


NOTE 1-DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Description of business 
Napster was inc'orporated in Delaware in August 2000 and is a leading provider of online music for the consumer market. 


Our digital music distribution services enable fans to sample, listen to and purchase from one of the world's largest and most 
diverse online music catalogs utilizing a secure and legal platform. Napster users have access to songs from all major labels and 
hundreds of independent labels, and are able to stream or download those songs and store them on a variety of media including 
personal computers, CDs, DVDs, MP3 players and music-enabled cellular phones. 


Subscribers to the Napster service are given unlimited access to our more than 4 million song catalog, and have the ability to 
download music with high quality sound, enjoy their music in an advertising-free environment and access many features including 
radio, Billboard charts and many community features on their PC and portable devices. The Napster service is currently available 
in the United States, Canada, the United Kingdom, Germany and Japan. 


Until December 17,2004, Napster was known as 'Roxio, Inc." and operated its business in two divisions, the consumer 
software division ('CSD") and the online music distribution division, also known as the Napster division. On December 17, 2004, 
Napster completed the sale of substantially all of the assets and liabilities of CSD to Sonic Solutions, a California corporation 
('Sonic"). The divestiture of CSD was accounted for as a discontinued operation in accordance with Statement of Financial 
Accounting Standards ('SFAS") No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets" and, accordingly, the 
results of operations of the CSD are no longer presented within continuing operations. 


Since the sale of CSD in December 2004, Napster has focused exclusively on the online music distribution business under 
the Napster brand and, since January 3,2005, has been traded on the Nasdaq Stock Market under the symbol "NAPS". 


Liquidity and Capital Resources 


Napster has incurred losses and negative cash flows from operations since the inception of the Company's music distribution 
business in fiscal 2004. For the year ended March 31, 2007, we incurred an after tax net loss from continuing operations of $36.6 
million, a net loss of approximately $36.8 million and negative cash flows from operations of approximately $28.6 million. 
However, we believe that our existing cash resources will be adequate to fund our operations for at least the next twelve months. 


Consolidation and basis o f  presentation 


The accompanying consolidated financial statements present the results of operations, financial position, changes in 
stockholders' equity and cash flows applicable to the operations of Napster and its wholly or majority-owned subsidiaries, after 
elimination of intercompany accounts and transactions. Napster owns 100% of all subsidiaries other than Napster, LLC, of which it 
owns 99.6%. There is no minority interest in Napster, LLC during the periods presented because the Company is obliged to fund 
all operating losses of the entity. lnvestments in entities where Napster does not have control but exerts significant influence are 
recorded on the equity basis of accounting in accordance with Accounting Principles Board Opinion No. 18, "The Equity Method of 
Accounting for lnvestments in Common Stock" ("APE3 No. 18'). 







E ~ ~ ~ ~ ~ L I . ~ L ~ ~ : ~ ~ . ~ I L ! : ~ ~ : ~ ~ ~ I . , : ~ ~ ~ ~ . C ~ P ~ ~ ~ L ~ ~ : ~ ~ ~ ~ . ~ : ~ I ~ ~ ~ I I I ~ ~ ~ ~ P . ~ ~ ~ ~ ~ ~ ~ J ~ ~ ~ ? ~ : I ~ ~ I ^ I , ~ - . - . : : ~ ~ ~ L I ~ ~ ~  P:: LI::~?:!:%~~B~-PXI~-E:L-LI~:: 4 !Z! I - ,< :1 .n1^51 ' . .L -J : I -~E~E!SI I I I I  


Table of Contents 


NAPSTER, INC. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 


Foreign currency translation 


The functional currency for Napster's foreign subsidiaries is the respective local currency. These subsidiaries consist of 
entities in the United Kingdom, Germany and Luxembourg, as well as other subsidiaries sold to Sonic during December 2004 or 
since liquidated. For these entities, Napster translates assets and liabilities to U.S. dollars using period-end exchange rates and 
translates revenues and expenses using average exchange rates during the period. Exchange gains and losses arising from 
translation of foreign entity financial statements are included as a component of other comprehensive loss. 


Transactions denominated in currencies other than the functional currency of the legal entity are remeasured to the 
functional currency of the legal entity at the period-end exchange rates. Any associated currency re-measurement gains and 
losses are recognized in current operations. 


Use o f  estimates 


The preparation of financial statements in accordance with generally accepted accounting principles requires management to 
make estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets 
and liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during the reporting 
period. Actual results could differ from those estimates. 


Cash, cash equivalents and short-term investments 


Cash equivalents and short-term investments consist primarily of money market funds, corporate bonds, municipal 
securities. U.S. government securities, asset-backed securities and commercial paper. Napster classifies its short-term 
investments into categories in accordance with the provisions of SFAS No. 11 5 "Accounting for Certain Investments In Debt and 
Equity Securities". Short-term investments are classified as available-for-sale, which are reported at fair market value with the 
related unrealized gains and losses, net of taxes, included in other comprehensive income (loss). 


Napster considers all highly liquid investments purchased with an original maturity or remaining maturity at the date of 
purchase of three months or less to be cash equivalents, and investments maturing in three to twelve months to be short-term 
investments. Available-for-sale investments maturing in more than twelve months are classified as short-term investments as the 
amounts represent the investment of cash that will be available to fund current operations. 


Realized gains and losses, declines in the value of securities judged to be other than temporary, and interest and dividends 
on all securities are included in interest and other income, net. Napster reviews its investment portfolio to identify and evaluate 
investments that have indications of other than temporary impairment. Factors considered in determining whether a loss is 
temporary include the magnitude of the decline in market value, the length of time the market value has been below cost (or 
adjusted cost), credit quality, and Napster's ability and intent to hold the securities for a period of time sufficient to allow for any 
anticipated recovery in market value. 


The fair value of the Napster's cash equivalents and investments are based on quoted market prices. Realized gains and 
losses are computed using the specific identification method. 
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NAPSTER, INC. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 


Fair value of financial instruments 


The carrying values of Napster's financial instruments, including accounts receivable, accounts payable and accrued 
liabilities, approximate fair market value due to their short maturities. . 


Concentrations of credit risk 


Financial instruments that potentially subject Napster to significant concentrations of credit risk consist principally of cash, 
cash equivalents and short-term investments. 


Napster maintains its cash, cash equivalents and short-term investments with high quality financial institutions and, as part of 
its cash management process, performs periodic evaluations of the relative credit standing of these financial institutions. Amounts 
deposited with these institutions may exceed federal depository insurance limits. In addition, the portfolio of investments conforms 
to Napster's policy regarding concentration of investments, maximum maturity and quality of investment. 


Prepaid Marketing Expenses 


Napster recognizes up front advance payments for marketing fees in prepaid expenses and other current assets. Prepaid 
marketing expenses consist of amounts paid to strategic marketing partners and media placement firms for future marketing 
services and benefits. These prepayments are expensed as marketing services are received, based on fair values of the services 
received, limited to the contractual value, or based on the fair value of the benefits received. The recoverability of these balances 
is subject to regular review by management. 


Advertising costs 


Advertising costs are expensed as incurred and were approximately $22.5 million in fiscal 2007, $38.0 m~llion in fiscal 2006 
and $26.5 million in fiscal 2005. 


Property and equipment 


Property and equipment are stated at cost and depreciated or amortized using the straight-line method over the estimated 
useful lives of the assets, or the lease term if shorter. 


Capitalized software development costs 


Internal use software. Software development costs incurred as part of an approved project plan that result in additional 
functionality to internal use software are capitalized and amortized on a straight-line basis over the estimated useful life of the 
software, generally three years. 


Software held for sale. Development costs of computer software to be sold, leased or otherwise marketed are subject to 
capitalization beginning when a product's technological feasibility has been established and ending when a product is available for 
general release to customers. The Company has not capitalized any such software development costs as technological feasibility 
is generally not established until a working model is completed at which time substantially all development is complete. 
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NAPSTER, INC. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 


Goodwill and identifiable intangible assets 


Napster accounts for goodwill and identifiable intangible assets in accordance with SFAS No. 142, 'Goodw~ll and Other 
Intangible Assets" ('SFAS No. 142"). Napster evaluates the carrying value of goodwill on an annual basis. Napster will adjust the 
carrying value if the asset's value has been impaired and more frequently if certain impairment indicators are present. 


Identifiable intangible assets are amortized over their estimated useful lives reflecting the pattern in which the economic 
benefits of the intangible assets are consumed. When circumstances warrant, Napster periodically evaluates any possible 
impairment of long-lived assets, including intangible assets other than goodwill. 


Investment in unconsolidated subsidiary 


Napster accounts for its investment in a joint venture in Japan as an equity method investment under APB No. 18, based on 
its ability to exert significant influence over but not control the joint venture. Under this method, Napster records its investment at 
the amount of capital contributed plus its percentage interest in the joint venture's income or loss. Any cumulative loss recorded by 
Napster is limited to its contributed capital because it is not obligated to provide additional capital contributions to the joint venture. 
The joint venture is a variable interest entity in accordance with FASB Interpretation 46(R), 'Consolidation of Variable Interest 
Entities, an interpretation of ARB No. 51". 


Accrued publishing fees 


Under copyright law we are required to pay licensing fees for compositions embodied in digital sound recordings and for the 
sound recordings themselves that we deliver in our Napster service. Copyright law generally does not specify the rate and terms 
of the licenses, which are determined by voluntary negotiations among the parties or, for certain compulsory licenses where 
voluntary negotiations are unsuccessful, by arbitration. There are certain geographies and agencies for which we have not yet 
completed negotiations with regard to the royalty rate to be applied to the current or historic sales of our digital music offerings. 
We accrue for the cost of these fees in accordance with SFAS No. 5, 'Accounting for Contingencies", based on contracted or 
statutory rates, when established, or management's best estimates based on facts and circumstances regarding the specific 
music services and agreements in similar geographies or with similar agencies. To the extent negotiated rates are significantly 
different than management's current estimate, our financial statements may be affected. 


Revenue recognition 


Napster recognizes revenues in accordance with Staff Accounting Bulletin 104, 'Revenue Recognition in Financial 
Statements" ('SAB 104"), EITF 00-21 'Revenue Arrangements with Multiple Deliverables' ('EITF 00-21 "), and EITF 99-19, 
'Reporting Revenue Gross as a Principal versus Net as an Agent" ('EITF 99-19"). In general, Napster recognizes revenue, net of 
sales related taxes, when there is persuasive evidence of an arrangement, the fee is fixed or determinable, the product or services 
have been delivered and collectibility of the resulting receivable is reasonably assured. 
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NAPSTER, INC. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Continued) 


Music subscriptions are paid in advance, typically for monthly or annual periods. Music subscription revenues are recognized 
ratably on a daily basis over the subscription period. Revenues from sales of individual songs or albums by download are 
recognized at the time the music is delivered, digitally, to the end user. Revenues from pre-paid cards and promotions are 
deferred and then generally recognized as (i) tracks are downloaded by the end users, or (ii) if redeemed for a subscription, over 
the subscription period. In cases where prepaid promotions are not expected to be redeemed, revenue is recognized when 
Napster has no further obligation to provide services or refund the associated prepayments ('breakage'). Effective in October 
2006, revenue from prepaid cards is recognized ratably over the usage period, including estimated breakage based on historical 
experience. Prior to October 2006 we did not have sufficient historical experience to estimate prepaid card breakage rates, and 
recognized prepaid card breakage only when our obligation to honor the redemption of the prepaid card had legally expired. 
Revenues from licensing of Napster trademarks are recognized upon receipt of royalty reports from the licensee or, for prepaid 
royalties, when the Company provides or has no further obligation to provide services. 


Napster has arrangements whereby customers pay one price for multiple products and services. In some cases, these 
arrangements involve a combination of hardware and services. In other cases, the customer pays a single price for multiple music 
downloads and months of music subscriptions. For arrangements with multiple deliverables, revenue is recognized upon the 
delivery of the separate units in accordance with EITF 00-21. Consideration from multiple element arrangements is allocated 
among the separate elements based on their relative fair values. In the event that there is no objective and reliable evidence of 
fair value, the revenue recognized upon delivery is the total arrangement consideration less the fair value of the undelivered items. 
The maximum revenue recognized on a delivered element is limited to the amount that is not contingent upon the delivery of 
additional items. 


Napster has arrangements with certain customers whereby the customer provides goods or services to Napster. Our 
revenue and the charges for the goods or services provided by a customer are accounted for in accordance with EITF 01-09. 
"Accounting for Consideration Given by a Vendor to a Customer", including subsequent interpretations. The costs of separately 
identifiable goods or services received by Napster from a customer are valued at the cost Napster would incur to procure the 
same goods or services from a non-customer third party. If the goods or services cannot be separated, the total consideration is 
recorded as a reduction of revenues. Consideration paid to customers under these arrangements that exceeds the separately 
identifiable value of the goods or services provided would be reflected as a reduction of the customer's revenue. 


Napster recognizes revenue gross or net in accordance with EITF 99-19. In most arrangements, Napster contracts directly 
with the end user customers, is the primary obligor and carries all collectibility risk. Revenue in these arrangements is recorded on 
a gross basis. In some cases, Napster utilizes third party distributors to sell products or services directly to end user customers, 
and Napster carries no collectibility risk. In some cases. Napster pays operating expenses for the distributor and is reimbursed at 
cost plus a small mark-up. In both of those instances, Napster reports the revenue net of the amount paid to the distributor. 


Income taxes 


We account for income taxes in accordance with SFAS No. 109, 'Accounting for Income Taxes" ('SFAS No. log".) Deferred 
taxes result from differences between the financial and tax bases of Napster's assets and liabilities and are adjusted for changes 
in tax rates and tax laws when changes are enacted. Valuation allowances are recorded to reduce deferred tax assets when it is 
more likely than not that a tax benefit will not be realized by Napster. 
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NAPSTER, INC. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 


In accordance with SFAS No. 109, we have recognized a tax benefit in continuing operations and an equal offsetting 
additional tax provision in the discontinued operation in each period that continuing operations had a loss that can be applied to 
offset income from the discontinued operation. 


Comprehensive income 


SFAS No. 130, "Reporting Comprehensive Income", requires the disclosure of comprehensive income (loss) to reflect 
changes in equity that result from transactions and economic events from non-owner sources. Accumulated other comprehensive 
loss for the periods presented represents foreign currency translations associated with Napster's international operations and 
unrealized gains and losses on available for sale securities. 


Net income (loss) per share 


Basic net income (loss) per share is computed using the weighted-average number of common shares outstanding during 
the period, less unvested restricted stock as required by SFAS No. 128, "Earnings per Share", because issued and outstanding 
unvested restricted stock must be returned to the Company if vesting does not occur. Diluted net income (loss) per share is 
computed using the weighted-average number of common and dilutive potential shares outstanding during the period. Dilutive 
potential shares have consisted of warrants, common stock issuable upon exercise of stock options and unvested restricted stock, 
computed using the treasury stock method. 


Dilutive potential shares excluded from the calculation because their effect would have been anti-dilutive totaled 5.5 million in 
fiscal 2007, 5.1 million in fiscal 2006 and 5.0 million in fiscal 2005. 


Stock-based compensation 


Effective April 1,2006, Napster adopted the provisions of SFAS No. 123 (revised 2004) 'Share-Based Payment" ('SFAS 
No. 123(R)"), which requires the measurement and recognition of compensation expense for all stock-based awards issued to 
employees and directors based on estimated fair values. SFAS No. 123(R) supersedes Napster's previous accounting under 
Accounting Principles Board Opinion No. 25, 'Accounting for Stock Issued to Employees" ('APB No. 25"), for periods beginning 
April 1, 2006. In March 2005, the SEC issued SAB No. 107, "Share-Based Payment" ('SAB 107") relating to SFAS No. 123(R). 
Napster has applied the provisions of SAB 107 in its adoption of SFAS No. 123(R). 


Napster adopted SFAS No. 123(R) using the modified prospective method, which requires the application of the accounting 
standard as of April 1, 2006, the first day of the Company's fiscal year. In accordance with the modified-prospective transition 
method, Napster's consolidated financial statements for prior periods have not been restated to reflect, and do not include, the 
impact of adopting SFAS No. 123(R). Effective April 1,2006, stock-based compensation expense includes compensation expense 
for (1) all stock-based compensation awards granted prior to but not vested as of April 1, 2006, based on the grant date fair value 
estimated in accordance with the original provisions of SFAS No. 123. "Accounting for Stock-Based 
Compensation' ('SFAS No. 123"), and (2) all stock-based compensation awards granted or modified after April 1,2006 based on 
the grant-date fair value estimated in accordance with the provisions of SFAS No. 123(R). 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 


Prior to the adoption of SFAS No. 123(R), Napster presented deferred compensation as a separate component of 
stockholders' equity. In accordance with the provisions of SFAS No. 123(R), on April 1, 2006, Napster reclassified the balance of 
deferred compensation expense to additional paid-in capital on its consolidated balance sheet. 


Under SFAS No. 123(R), compensation expense for all share-based compensation awards is recognized on a straight-line 
basis over the period the employee performs the related services, generally the vesting period of four years, net of estimated 
forfeitures. The application of the estimated forfeiture rate under SFAS No. 123(R) to unvested restricted stock awards as of 
April 1, 2006 was not material. Napster estimates forfeitures based on historical experience and revises the rates, if necessary, in 
subsequent periods if actual forfeitures differ from previous estimates. 


Prior to adopting SFAS No. 123(R), Napster accounted for stock-based compensation to employees in accordance with 
intrinsic value method specified in APB No. 25. Under APB No. 25, compensation expense is recognized based on the difference, 
if any, on the measurement date between the fair value of Napster's common stock and the amount an employee must pay to 
acquire the common stock. The compensation expense is recognized over the periods the employee performs the related 
services, generally the vesting period of four years. 


Napster accounts for equity instruments issued to non-employees in accordance with the provisions of SFAS No. 123 and 
ElTF 96-18, "Accounting for Equity Instruments that Are Issued to Other than Employees for Acquiring, or in Conjunction with 
Selling, Goods or Services", which requires that such equity instruments are recorded at their fair value on the measurement date, 
which is typically the date of grant. 


In November 2005, the FASB issued FASB Staff Position No. FAS 123(R)-3, 'Transition Election Related to Accounting for 
Tax Effects of Share-Based Payment Awards" ('FSP 123R-3"). The Company has elected to adopt the alternative transition 
method provided in the FSP 123R-3 for calculating the tax effects of stock-based compensation pursuant to SFAS No. 123R. The 
alternative transition method includes computational guidance to establish the beginning balance of the additional paid-in capital 
pool ("APIC Pool") related to the tax effects of employee stock-based compensation. and a simplified method to determine the 
subsequent impact on the APIC Pool for employee stock-based compensation awards that are vested and outstanding upon 
adoption of SFAS 123(R). 


Recent accounting pronouncements 
In July 2006, the FASB issued FASB Interpretation 48, 'Accounting for Uncertainty in Income Taxes-an interpretation of 


FASB Statement No. 109' ("FIN 48"), which prescribes a recognition threshold and measurement process for recording in the 
financial statements uncertain tax positions taken or expected to be taken in a tax return. Additionally, FIN 48 provides guidance 
on the recognition, classification, accounting in interim periods and disclosure requirements for uncertain tax positions. The 
accounting provisions of FIN 48 will be effective for the Company beginning April 1, 2007. The Company is in the process of 
determining the effect, if any, that the adoption of FIN 48 will have on its consolidated financial position, cash flows, and results of 
operations. 
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In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements" ('SFAS 157"), which addresses how 
companies should measure fair value when they are required to use a fair value measure for recognition or disclosure purposes 
under generally accepted accounting principles. The accounting provisions of SFAS 157 will be effective for the Company 
beginning April 1, 2008. Adoption of this statement is not expected to have a material impact on the Company's consolidated 
financial position or results of operations. 


In September 2006, the SEC released SAB No. 108, 'Considering the Effects of Prior Year Misstatements when Quantifying 
Misstatements in Current Year Financial Statements" ("SAB 108"). SAB 108 provides guidance on the consideration of the effects 
of prior year misstatements in quantifying current year misstatements for the purpose of determining whether the current year's 
financial statements are materially misstated. The provisions of SAB 108 are effective for the Company for the fiscal year ended 
March 31, 2007. The adoption of SAB 108 did not have an impact on our consolidated financial position, results of operations or 
cash flows. 


In February 2007, the FASB issued SFAS No. 159, "The Fair Value Option for Financial Assets and Financial Liabilities- 
including an amendment of FASB Statement No. 115" ("SFAS 159"). SFAS 159 gives the Company the irrevocable option to carry 
most financial assets and liabilities at fair value, with changes in fair value recognized in earnings. SFAS 159 will be effective for 
the Company's fiscal year beginning April 1, 2008. Adoption of this statement is not expected to have a material impact on the 
Company's consolidated financial position or results of operations. 


NOTE 2-ASSET ACQUISITION AND DIVESTITURES 


Assets purchased from AOL Music Now, LLC 
On January 11,2007, Napster, LLC, a subsidiary of Napster, entered into an Asset Purchase Agreement with AOL Music 


Now, LLC and AOL, LLC, respectively, collectively referred to as 'AOL" and an Advertising Agreement with AOL. LLC, collectively 
the 'Agreement". Under the terms of the Agreement, Napster, LLC will pay $1 1.2 million to AOL in exchange for all of the 
subscribers to AOL's Music Now service, together with certain related assets and liabilities. Additionally, Napster, LLC was 
granted certain exclusive advertising rights throughout the AOL Music Channel for one year, subject to renewal upon the 
achievement of certain milestones, and AOL guaranteed to deliver a minimum amount of advertising impressions to the Company. 
Napster, LLC paid $11 .I million in cash to AOL in January 2007. 


Napster LLC accounted for the assets acquired based on their fair value. The allocation of the purchase price to the net 
assets acquired is summarized below (in thousands): 


Allocation of purchase price: 
Customer intangible $ 8,000 
Prepaid marketing 4,422 
Unearned Fees (1,228) 
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Divestiture 


As described in Note 1, on December 17, 2004 Napster sold substantially all of the assets and liabilities constituting CSD, 
including all of the capital stock of certain international subsidiaries historically included in CSD. The remaining international 
subsidiaries historically included in CSD were substantially liquidated as of December 17, 2004. In exchange for the assets of 
CSD, Sonic paid a total of $74.7 million in cash and 653,837 shares of Sonic's common stock, valued at approximately $13.6 
million as of the closing date. During fiscal 2005 Napster recognized a $30.4 million gain on the sale of CSD. 


Napster had no ongoing activity in the discontinued operation during fiscal 2007 and 2006. The loss from discontinued 
operations in fiscal 2007 is comprised of an additional charge related to stock-based compensation on options issued primarily 
from fiscal 2002 to 2005, offset by the net tax benefit from the favorable resolution of previously provided tax contingencies related 
to CSD. During March 2006, Napster and Sonic settled all adjustments described in the divestiture agreement and Napster 
recognized an additional $4.5 million gain on the divestiture, net of taxes. During fiscal 2005 Napster recognized $54.5 million of 
revenue and $40.3 million of pre-tax income from the discontinued operations. 


NOTE 3-CASH, CASH EQUIVALENTS AND INVESTMENTS 


Cash and cash equivalents 
Napster's cash and cash equivalents consist of the following (in thousands): 


March 31, 
2007 2006 


Fair Value 


Ca $ 6,359 
Cash equivalents: 


Commercial paper 6,657 22,773 
Corp 
Certi 
Monev market securities 8.667 16.574 


Total cash equivalents 
Total cash and cash eou~valents 
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Short-term investments 


Napster's short-term investments consist of the following (in thousands): 


March 31, 
2007 2006 


Fair Value Fair Value 


Commercial paper $15,096 $ 5,041 
Asset backed securities 5 188 - 


Munic~pal securities 2,206 9,815 
U.S. agencies secur~ties - 5,578 
Foreign currency conversion in transit - 7,545 


Total short-term investments $36,414 $57,357 


All $36.4 million of short-term investments at March 31, 2007 mature in less than one year. Approximately $54.6 million of 
the short-term investments as of March 31,2006 mature in less than one year. The remaining short-term investments as of March 
31, 2006 had effective maturity dates between one and two years. 


Realized gains and losses, amortization and accretion on cash equivalents and short-term investments, net, totaled $1.4 
million, $1.8 million and $506,000 in fiscal 2007, 2006 and 2005, respectively. Gross realized losses on short-term investments in 
fiscal 2007, 2006 and 2005 were not significant. Additionally, gross unrealized gains on cash equivalents and short-term 
investments were $2,000 and $4,000 as of March 31, 2007 and March 31, 2006, respectively, and gross unrealized losses were 
$20,000 and $114,000 as of March 31, 2007 and March 31, 2006, respectively. 


Napster has determined that the gross unrealized losses on its available-for-sale securities as of March 31, 2007 are 
temporary in nature and no realizable impairment has occurred. 


As of March 31, 2006, a third party held $7.5 million in U.S. dollar funds that had been converted from Danish Kroner to U.S. 
dollars on March 30,2006. The U.S. dollars were re-deposited into Napster's bank account in Denmark by the third party on April 
3,2006. 


NOTE 4--BALANCE SHEET DETAIL 


Prepaid expenses and other current assets (in thousands) 


March 31, 
2007 2006 


$1,381 
2.200 


Prepa~d expenses and other cu 2,601 
$6,182 -- -- 
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Property and equipment, net  (in thousands) 


Useful March 31, 
Life 2007 2006 - - 


Computer equipment and software 3 -5 years $ 10,086 $10,142 
Furniture and fixtures 3 -8 years 39 1 390 
Leasehold improvements Life of lease 625 785 


3 - 5 years 3,756 3,494 
24,858 14,811 


(1 0,122) (7,799) 
Property and equipment, net - $ 4.736 - $ 7,012 - - 


Depreciation expense in continuing operations totaled $3.2 million in fiscal 2007, $3.3 million in fiscal 2006 and $2.9 million 
in fiscal 2005.The amortization of capitalized software development costs, included in depreciation expense in continuing 
operations, totaled $1.0 million in fiscal 2007, $217,000 in fiscal 2006 and $162.000 in fiscal 2005. Unamortized capitalized 
software development costs were $2.2 million and $3.0 million at March 31, 2007 and 2006, respectively. 


Accrued liabilities (in thousands) 


March 31, 
7nn7 7 n n ~  


Accrued publishing fees 6,589 3,949 
Accrued compensation and related expenses 1,825 1,152 


Deferred revenue (in thousands) 


March 31, 
2007 2006 -- 


Unearned subscription revenue $5,085 $ 4,592 
Unredeemed prepaid card and promotional content 957 6,929 
Unearned hardware and license revenue 1,009 1,072 
Other deferred revenue 550 291 -- 


Total deferred revenue $7,601 $12,824 -- -- 


All deferred revenue and other benefits as of March 31, 2007 are expected to be earned during fiscal 2008 as the services 
will be delivered or the items otherwise qualify for revenue recognition in accordance with SAB 104. All but approximately $1 
million of deferred revenue and other benefits as of March 31, 2006 were earned during fiscal 2007. 
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NOTE !+GOODWILL AND IDENTIFIABLE INTANGIBLE ASSETS 


Goodwill 


In May 2003, Napster acquired substantially.all of the ownership of Napster, LLC, formerly known as Pressplay, a provider of 
an online music service. Napster recorded a total of $34.7 million of goodwill in connection with the acquisition during fiscal 2004. 
At March 31,2007 and 2006, Napster compared its market value to its net book value and determined that goodwill was not 
impaired as the fair value exceeded the net book value. 


Identifiable intangible assets, net  (in thousands) 


March 31, 
2007 2006 


Gross - - - -  


Gross Accumulated Carrylng Accumulated 
Carwino 


Net book value $ 7,729 $ - 


Amortization of identifiable intangible assets in continuing operations was $271,000 in fiscal 2007, $1.3 million in fiscal 2006 
and $2.1 million in fiscal 2005. 


NOTE GINVESTMENT IN UNCONSOLIDATED ENTITY 


On October 14, 2005, the Company entered into a Joint Venture Operating Agreement with Tower Records Japan, Inc. 
("Tower Japan"), relating to the formation and operation of a Japan-based joint venture company (the "Joint Venture") for the 
purpose of operating the Napster music service online in Japan. During 2006, the Company contributed 308.7 million Japanese 
yen ($2.4 million as of the dates of the contributions) in exchange for a 31 5 %  ownership interest and Tower Japan contributed a 
total of 671.3 million Japanese yen for a 68.5% ownership interest. Tower Japan is obligated to arrange or provide debt or equity 
funding, including through an unsecured revolving line of credit. Napster has no obligation to fund future losses or make additional 
contributions other than the investment described above. The Company and Tower Japan have customary shareholder rights in 
the Joint Venture, including veto rights. rights to appoint directors and officers and rights of first refusal. 


Under the terms of the agreement, the Company licensed platform technology and trademarks in exchange for fixed rate 
royalties. During 2007, Napster received approximately $850,000 of prepaid royalties, of which approximately $100,000 were 
recognized as revenue, $550,000 remain in deferred revenue at March 31,2007, and approximately $200,000 were reflected as a 
return of investment. 
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As of March 31,2007 and 2006, $331,000 and $1 14,000, respectively, are reflected in other current assets. These amounts 
are due from the Joint Venture for certain direct costs which were incurred by Napster and reimbursable by the Joint Venture. 
During fiscal 2006, Napster received 50 million Japanese yen ($424,000 on dates of receipt) for the services provided to localize 
the service for the Japan market. In fiscal 2007, when these services were completed, the Company recognized this amount, net 
of its investment, as revenue. 


NOTE 7-INCOME TAXES 


The components of loss from continuing operations before income tax benefit (provision) for income taxes are as follows (in 
thousands): 


Year Ended March 31, 
2007 2006 2005 


The components of the income tax benefit (provision) from continuing operations are as follows (in thousands): 


Year Ended March 31, 
2007 2006 2005 


State: 
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Significant components of Napster's deferred tax assets and liabilities are as follows (in thousands): 


March 31, 
2007 2006 


Accrued l~abilities and other provisions 


Deferred tax assets - - 
Deferred tax liabilities associated with tax deductible goodwill (3,548) (2,622) 
Net deferred tax liabilit~es $ (3,548) $ (2,622) 


Napster has established a valuation allowance against its gross deferred tax assets that are not deemed more likely than not 
to be recoverable prior to expiration. In establishing the valuation allowance, Napster considered, among other factors, its 
historical losses of the online music business, and projections for the future. The valuation allowance increased by $1 1.7 million, 
$25.8 million and $3.5 million during fiscal years 2007, 2006 and 2005, respectively. During December 2006 Napster made an 
election to capitalize research and development expenses. This election resulted in an additional $8.3 million deferred tax asset, 
against which the Company applied a full valuation allowance during fiscal 2007. 


During January 2005, following the divestiture of CSD, which utilized substantially all of our tax operating losses, Napster 
decided to make a tax election to step up the basis in Pressplay goodwill for tax purposes. As a result, the Pressplay goodwill is 
deductible for tax purposes, and in accordance with SFAS No. 109, this tax deduction represents a taxable temporary difference. 
As of December 31,2004, due to our history of losses and the fact that this deferred tax liability would reverse only if the business 
was sold or the goodwill impaired, reversal of the deferred tax liability is not reasonably assured. Accordingly, a deferred tax 
liability and related expense for this item of approximately $3.5 million has been recorded. 


At March 31, 2007, Napster had approximately $82.3 million and $77.8 million in federal and state net operating loss 
carryforwards with expirations beginning in 2024 and 2014, respectively. In addition, Napster had approximately $10.2 million in 
foreign net operating loss carryforwards, which can be carried forward indefinitely. Finally, Napster had approximately $1.6 million 
in tax credit carryforwards with expirations beginning in 2007. 
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The income tax benefit (provision) differs from the amount computed by applying the federal statutory tax rate to the loss 
from continuing operations as follows: 


Year Ended March 31, 


Napster has not accrued income taxes on accumulated undistributed earnings from continuing operations of its non-U.S. 
subsidiaries, as these earnings will be reinvested indefinitely. Napster does not anticipate that it will incur any material U.S. 
income or foreign withholding taxes when cash is repatriated to the United States. 


NOTE 8-LINE OF CREDIT 


During fiscal 2005 and 2006 Napster had an agreement with Silicon Valley Bank to provide a $17.0 million revolving line of 
credit, collateralized by substantially all of Napster's assets. At March 31,2006, no amounts were borrowed under the line of 
credit. Napster had no borrowings under the line during fiscal 2007, and terminated the line during October 2006. Napster was in 
compliance with all financial covenants under the line of credit at all times. 


NOTE 9-STOCKHOLDERS' EQUITY 
Preferred Stock 


Napster is authorized to issue 10 million shares of preferred stock. $0.001 par value. No shares of preferred stock were 
issued or outstanding at March 31,2006 and 2007. 


Common Stock 


On January 24,2005, Napster issued 7,100,000 shares of common stock in a private placement to certain accredited 
investors. The shares were sold at a price of $7.35 per share with gross proceeds of $52.2 million. The gross proceeds were 
reduced by placement fees and legal fees totaling approximately $3.6 million. 


On June 17, 2004, Napster entered into a Common Stock Purchase Agreement with Best Buy Enterprise Services, Inc. and 
issued approximately 1 .I million shares of common stock valued at approximately $5.0 million. 


The Company issues new shares of its common stock to satisfy stock option exercises. As of March 31,2007, Napster has 
reserved shares of common stock for future issuance as follows: 







=: :?.%-.<.?.?:c r 5  !::v~Y.*:5z!z:>::L;?!?:?z!?.= ~ . ~ ~ ~ ~ ~ . T ~ ~ , ~ ~ ? 7 : > ~ ~ ~ ~ . ~ ~ ~ ~ 3 ~ ! ~ ? ~ . z ~ : ~ ~ ~ ~ ~ . ? : z : , ~ ~ x ~ s ~ ~ ~ , ~ ~ ~ : m ~ . ~ ~ z ~ ! ~ ~ ~ ~ ~ ~ . ~ ~ ! ~ ~ ~ ~ < ~ : t ; ~ ~ m ~ c ~ ~ r ~ ~ , ~ , ~ , : ~ : ~ ! z ~ : n ~ ~ : ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ l ~  


Table of Contents 


NAPSTER, INC. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 


NOTE 10-EMPLOYEE BENEFIT PLANS 


Stock Plans 


Under various stock plans, the Company may grant incentive and non-qualified stock options, restricted stock awards and 
other equity based awards to Company employees, officers, directors and consultants. Options generally vest 25% on the first 
anniversary of the grant and 6.25% per quarter thereafter for the next twelve quarters. Options generally have a term of ten years 
from the date of grant. The Board of Directors establishes the exercise price of stock options, which generally is not less than Ule 
fair market value of the Company's stock on the date of grant. Restricted stock awards granted to employees generally vest 
ratably over a four year period in equal annual cliffs, are forfeited if the employee leaves the Company prior to vesting and have 
full voting rights until forfeited. 


On October 24,2005 the Company amended its Napster, Inc. 2001 Stock Plan to provide, effective January 1,2006, the 
granting of restricted stock awards to non-employee directors in lieu of granting stock options. The restricted stock awards granted 
to non-employee directors vest ratably over a four year period in equal quarterly cliffs, are forfeited upon termination of services on 
the Board of Directors prior to vesting, and have full voting rights until forfeited. 


The Company's stock plans provide that stock options and restricted stock award vesting will be accelerated in the event of a 
change in control, as defined in the respective stock plan. During December 2004, the Board authorized that all stock options for 
terminated CSD employees would be vested in full as of the employee's termination date. The vesting of options to purchase a 
total of 728,420 shares of common stock was accelerated pursuant to this authorization, and the Company recorded a $1.7 million 
stock based compensation charge in results from discontinued operations in fiscal 2005. 


During fiscal 2004, the Board of Directors granted to the Company's chief executive officer options to purchase 300,000 
shares of common stock. This grant was contingent upon the approval by stockholders. The options were granted at a price below 
the fair market value on the date of the stockholders' approval, which resulted in an $897,000 deferred stock compensation 
charge. This amount is being amortized over the vesting period of the options. Approximately $224,000 of amortization expense 
was recorded and included in stock-based compensation charges each year in fiscal 2007,2006 and 2005. 


Stock Options 


The following table summarizes information about stock option activity under Napster's stock plans: 


Year Ended March 31,2007 Year Ended March 31,2006 Year Ended March 31,2005 
Weighted Weighted Weighted 


Number Average Number Average Number of Averaae 


Exercised (23i53 


Outstanding, end of year 3,989,178 
Exercisable, end of year 3,412,989 
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The following table summarizes information about stock options outstanding as of March 31, 2007: 


Options Outstanding Options Exercisable 
Weighted Weighted Weighted Weighted 
Average Average 


Remaining Average Remaining Average 
Number Contractual Life Exercise Number Contractual Life Exercise 


Range of Exercise Pr~ces 


$3.48-$4.05 
$4.1 3-$5.86 
$5.86-$7.47 
$7.92-$9.53 
$1 3.00-$16.55 


The total intrinsic value of options exercised during the years ended March 31, 2007, 2006 and 2005 was $10,200, zero and 
$3.6 million, respectively. The aggregate intrinsic value of options outstanding and exercisable as of March 31,2007 was 
insignificant. As of March 31, 2007, there was $1.7 million of total unrecognized compensation expense related to stock options, 
which is expected to be recognized over the weighted-average periods of 1.33 years. 


During the years ended March 31,2007,2006 and 2005, the Company recorded $3.9 million, $239,000 and $2.5 million, 
respectively, of stock-based compensation related to options. The amount for fiscal 2007 includes an out-of-period adjustment 
totaling $650,000 to continuing operations and $950,000 to discontinued operations to record adjustments related to stock-based 
compensation on options issued primarily from fiscal 2002 to 2005. Management has concluded that this adjustment is immaterial 
to the fiscal 2007 and all prior periods' financial statements. This adjustment arose due to management's determination that its 
process prior to 2005 for granting certain stock options to employees resulted in incorrect measurement dates for financial 
statement reporting purposes. Management has determined, and the audit committee has concurred, that these incorrect 
measurement dates did not arise due to intentional misconduct. 


Prior to fiscal 2007, under SFAS No. 123, Napster selected the Black-Scholes option-pricing model to determine the 
estimated fair value at the date of grant for stock options. Napster used the straight-line method to amortize its stock-based 
compensation expense over the vesting period of these options, which is generally four years. We used the following the 
weighted-average assumptions to calculate the fair value of the stock options in fiscal 2006 and 2005: (I) expected volatility was 
95% for both years, (2) risk-free interest rate was 3.80% and 3.32% for fiscal 2006 and 2005, respectively, (3) expected life was 4 
years for both years and (4) there was no expected dividend yield. 


Under the Black-Scholes option pricing model, the weighted average fair value of stock options at date of grant was $4.26 
and $3.21 per share for options granted during fiscal 2006 and 2005, respectively. 







NAPSTER, INC. 


NOTES TO CONSOLlDATED.FINANCIAL STATEMENTS-(Continued) 


Restricted Stock Awards 


The following table summarizes information about restricted stock awards activity under Napster's stock plans: 


Year Ended March 31, 
2007 2006 


Weighted Weighted 
Average Average 


Unvested Grant Date Unvested Grant Date 


Outstanding, beginning of year 
Awardedlgranted 
Vested 
Forfeited 


Outstanding, end of year 


Shares Fair Value Shares Fair Value 


Napster did not grant any restricted stock awards during the year ended March 31, 2005. 


The total fair value on the vesting date of restricted stock awards that vested during fiscal 2007 and 2006 was $658,000 and 
$59,000, respectively. As of March 31, 2007, there was $3.8 million of total unrecognized compensation expense related to 
unvested restricted stock awards, which is expected to be recognized over the weighted-average periods of 2.80 years. 


Prior to the Adoption of SFAS No. 723(R) 
The following table illustrates the effect on net loss and net loss per share if Napster had applied the fair value recognition 


provisions of SFAS No. 123 to stock-based employee compensation in periods prior to the adoption of SFAS 123(R) (in 
thousands, except per share amounts): 


Year 2006 Ended March 2005 31, 


- - 
Net loss, as reported $454,945) $(29,506) 
Add: 


Stock-based employee compensation expense included in reported net loss 868 2,537 
Deduct: 


Stock-based employee compensation expense determined under fair value 
method for all awards (4,209) (1 0,768) 


Pro forma net loss 
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NAPSTER, INC. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 


NOTE 11-BUSINESS SEGMENT AND GEOGRAPHIC INFORMATION 


Segment information 
Effective December 17, 2004, Napster operates in a single segment. Prior to December 17, 2004, Napster operated its 


business in two reportable segments or divisions: CSD and the online music distribution division. Following the sale of the CSD, 
only one reportable segment remains. 


Geographic information 


Net revenue, by countries 


The following table presents net revenues from continuing operations by country based on the entity that received the 
revenue (in thousands): 


Year Ended March 31, 
2007 2006 2005 


$41,842 


Cash, cash equivalents and investments 


The following table presents cash, cash equivalents and short-term investments held in entities organized in the following 
legal jurisdictions (in thousands): 


March 31, 
2007 2006 


$ 93,948 
United Kingdom 1,204 1,837 


Napster does not anticipate that it will incur any material U.S. income or foreign withholding taxes when cash is repatriated to 
the United States. 


Long-lived assets 


The following table presents long-lived assets, excluding goodwill, identifiable intangible assets and investment in 
unconsolidated entity, by country based on the location of the assets (in thousands): 


March 31, 
2006 


$7,201 
86 


$7,287 
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NAPSTER, INC. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 


NOTE 12-COMMITMENTS AND CONTINGENCIES 


Lease commitments 


Napster leases its operating facilities and certain equipment under non-cancelable operating leases, which expire at various 
dates ranging from fiscal 2008 through fiscal 2011. Rent expense under all operating leases included in continuing operations was 
$1.4 million, $1.5 million and $1.2 million in fiscal 2007, 2006 and 2005, respectively. 


At March 31, 2007, the future minimum lease payments under non-cancelable operating leases total $1.1 million, $637,000 
and $242,000 for fiscal 2008, 2009, and 201 0 and later, respectively. 


Litigation 


Napster and Napster, LLC's predecessor, Pressplay, have been notified by a number of companies that the Pressplay and 
Napster digital music services may infringe patents or copyrights owned by those companies. Napster is investigating the nature 
of these claims and the extent to which royalties may be owed by Napster and Pressplay to these entities. The ultimate resolution 
of these claims cannot be determined at this time. 


On October 8, 2004, SightSound Technologies, Inc. ('SightSound") filed a lawsuit against Napster and Napster, LLC in U.S. 
District Court for the Western District of Pennsylvania (Case No. 2:04-cv-1549) alleging infringement of certain of its patents by 
the Napster service. SightSound is demanding monetary damages and injunctive relief. Napster was served with the complaint in 
the lawsuit on November 5, 2004. Napster answered the complaint and filed an application with the United States Patent and 
Trademark Office for reexamination of the patents. The court proceedings have been administratively closed pending the outcome 
of Napster's reexamination application. In or around November 2005, SightSound sold the patents in question to a subsidiary of 
General Electric for an undisclosed amount. The Patenl Office recently rejected all of the claims of each of the patents. 


On August 5, 2005, Ho Keung Tse filed suit against Apple Computer, Inc., Napster. MusicMatch, Inc.. Sony Connect, Inc., 
Yahoo, Inc. and RealNetworks, Inc. in U.S. District Court for the District of Maryland (Case No. 1 :05-cv-2149) alleging 
infringement of U.S. Patent No. 6665797 by the defendants' respective music distribution services. Mr. Tse is demanding 
monetary damages and injunctive relief. The defendants have formed a joint defense group, have been granted change of venue 
to the District of Northern California (Case No. 4:06- cv-06573-SBA), and intend to defend themselves vigorously. 


On December 15, 2005, MCS Music America, on behalf of itself and other publishers filed suit against Napster in U.S. 
District Court for the Middle District of Tennessee alleging that Napster had unlawfully distributed copyrighted musical 
compositions owned by the plaintiffs (Case No. 3:05-cv-1053). In November 2006, the plaintiffs sought and were granted a 
voluntary dismissal without prejudice. On November 15, 2006, Napster filed a complaint for declaratory relief against the former 
plaintiffs in the U.S. District Court for the Central District of California (Case No. 2:06-cv-7285). On March 7, 2007, the judge in the 
Tennessee case granted Napster's motion to transfer thal case to the Central District of California as well. MCS is demanding 
monetary damages and injunctive relief. Napster intends to defend itself vigorously. 


On November 20, 2006, Antor Media Corporation filed suit against Napster and others in U.S. District Court for the Eastern 
District of Texas (Case No. 5:06-cv-270) alleging infringement of U.S. Patent No. 5734961 by the defendants' respective products 
and services. Antor is demanding monetary damages and injunctive relief. The defendants have formed a joint defense group and 
intend to defend themselves vigorously. 
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NAPSTER, INC. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 


On December 29, 2006, Intertainer, Inc. filed suit against Napster and others in U.S. District Court for the Eastern District of 
Texas (Case No. 2:06-cv-549) alleging infringement of U.S. Patent No. 6925469 by the defendants' respective products and 
services. lntertainer is demanding monetary damages and injunctive relief. Napster has joined a joint defense group, and the 
parties intend to defend themselves vigorously. 


On January 16, 2007, 1st Media, LLC filed suit against Napster. Inc. and others in U.S. District Court for the District of 
Nevada (Case No. 2:07-cv-56) alleging infringement of U.S. Patent No. 5464946 by the defendants' respective products and 
services. In May 2007, this matter was settled with the plaintiff for an immaterial amount. 


For each of the above matters, management believes that it is not currently possible to estimate the impact, if any, that the 
ultimate resolution of these matters will have on Napster's business, results of operations, financial position or cash flows. 


Napster is a party to other litigation matters and claims from time to time in the ordinary course of its operations, including 
copyright infringement litigation for which it is entitled to indemnification by content providers. While the results of such litigation 
and claims cannot be predicted with certainty. Napster believes that the final outcome of such matters will not have a material 
adverse impact on its business, financial position, cash flows or results of operations. 


Indemnification 


In December 2004, as part of the sale of substantially all of the assets and liabilities of CSD to Sonic, Napster agreed to 
indemnify Sonic for unpaid tax liabilities with respect to any tax year ended on or before December 17, 2004 (or for any other tax 
year to the extent allocable to the portion of such period beginning before and ending on December 17,2004), to the extent such 
tax liabilities neither are reflected in the closing working capital calculation pursuant to the sale agreement nor create a realized 
reduction in Sonic's tax liabilities. Napster also agreed to indemnify Sonic for damages that relate to certain other tax-related 
matters, as described in the sale agreement. No limitation is set forth on the period of time by which a claim must be made 
pursuant to the foregoing indemnities nor is there a specified limitation on the maximum amount of potential future payments. 


Obligations to content and distribution providers 


Napster has certain royalty commitments associated with the licensing of the music content. Future payments under these 
content agreements are due to partners based upon net revenues and online music distribution volumes. 
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SCHEDULE ll 


VALUATION AND QUALIFYING ACCOUNTS AND RESERVES 
(In thousands) 


Beginning of 
End 


Deductions 


Year ended March 31,2007 $ 48,491 11,685 - $60,176 
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SIGNATURES AND POWER OF ATTORNEY 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, as amended, the registrant has 
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized. 


N APSTER , I NC . 
By: IS/ W M . C HRISTOPHER G OROG By: IS/ N AND G ANGWANI 


Wm. Christopher Gorog Nand Gangwani 
Chief Executive Officer and Vice President and Chief Financial Officer 


Chairman of the Board of Directors (Principal Financial and Accounting Officer) 
(Principal Executive Officer) Date: June 6.2007 


Date: June 6,2007 


Pursuant to the requirements of the Securities Exchange Act of  1934, this report has been signed below by the 
following persons on behalf of  the registrant and in  the capacities and on the dates indicated. Each person whose 
signature appears below hereby authorizes and appoints Wm. Christopher Gorog and Nand Gangwani, or either of  them, 
as attorneys-in-fact and agents to execute and file with the applicable regulatory authorities any amendment to this 
report on his behalf individually and in  each capacity stated below. 


Name Tile Date 


Is/ W M . C HRISTOPHER G OROG Chief Executive Officer and Chairman of the June 6,2007 
Wm. Christopher Gorog Board of Directors (Principal Executive 


Officer) 


Is/ N AND G ANGWANI Vice President and Chief Financial Officer 
Nand Gangwani (Principal Financial and Accounting 


Officer) 


IS/ V ERNON E. A LTMAN Director 
Vernon E. Altman 


Is1 R ICHARD J. B OYKO Director 
Richard J. Boyko 


IS/ P HILIP J. H OLTHOUSE Director 
Philip J. Holthouse 


IS/ J OSEPH C. K ACZOROWSKI Director 
Joseph C. Kaworowskl 


IS/ f? OSS L NINSOHN Director 
Ross Levinsohn 


Is1 B RIAN C. M ULLIGAN Director 
Brian C. Mulligan 


Is1 R OBERT R ODIN Director 
Robert Rodin 


June 6,2007 


June 6,2007 


June 6,2007 


June 6,2007 


June 6,2007 


June 6,2007 


June 6,2007 


June 6,2007 
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NAPSTER, INC. 


INDEX TO EXHIBITS 


Exhibit 
Number 


2.1 
Description of Exhibit 


Purchase Agreement among the Registrant, UMG Duet Holdings, Inc., a Delaware wrporation, and SMEl Duet 
Holdings, Inc., a Delaware corporation, dated May 19, 2003 (1) 


AOL Asset Purchase Agreement by and between AOL LLC, AOL Music Now LLC and Napster, LLC, dated 
January 1 1,2007"t 


Amendment No. 1 to AOL Asset Purchase Agreement by and between AOL LLC, AOL Music Now LLC and 
Napster, LLC, dated March 14,2007t 
Letter Agreement, dated March 14,2007, amending that certain AOL Asset Purchase Agreement by and 
between AOL LLC, AOL Music Now LLC and Napster, LLC, dated January 11,2007, as amended 


Amended and Restated Certificate of Incorporation of the Registrant (3) 


Amended and Restated Bylaws of the Registrant (4) 


Certificate of Designation of Rights, Preferences and Privileges of Series A Participating Preferred Stock of 
Roxio, Inc. (5) 


Form of Common Stock certificate of the Registrant (2) 


Preferred Stock Rights Agreement, dated as of May 18, 2001, between Registrant and Mellon Investor Services, 
LLC, including the Certificate of Designation, the form of Rights Certificate and the Summary of Rights attached 
thereto as Exhibits A, B, and C, respectively (5) 


Form of Purchase Agreement dated as of June 18,2003 by and between the Registrant and certain Purchasers 
set forth on the signature page thereto ( 6 )  
Amended and Restated LLC Operating Agreement of Napster, LLC dated May 19,2003 by and between 
Registrant. UMG Duet Holdings. Inc. and SMEl Duet Holdings, Inc. (4) 


Form of Purchase Agreement dated as of January 13,2004 by and between Napster and certain Purchasers set 
forth on the signature page thereto (7) 


Registration Rights Agreement dated June 17,2004 between the Registrant and Best Buy Enterprise Services 
lnc. (8) 


Common Stock Purchase Agreement between Registrant and Best Buy Enterprise Services Inc. dated June 17, 
2004 (8) 


Form of Purchase Agreement dated as of January 20,2005 by and between Registrant and certain Investors (9) 


Amended and Restated 2001 Employee Stock Purchase Plan* (13) 


Amended and Restated 2000 Stock Option Plan' (3) 


Form of 2000 Stock Option Plan Agreements' (3) 


Amended and Restated 2001 Director Option Plan* (4) 


Form of 2001 Director Option Plan Agreements' (3) 


Form of Indemnification Agreement between the Registrant and each of its directors and executive officers' (3) 


Employment agreement effective as of August 15,2003 between Wm. Christopher Gorog and the Registrant' 
(1 0) 
Form of 2001 Stock Plan Option Agreements* (3) 


2002 Stock Plan' (1 1) 
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Exhibit 
Number 


10.1 0 


Descrlption of Exhibit 


Asset Purchase Agreement dated April 17, 2003 by and between Registrant, Roxio CI Ltd., Wildfile, Inc. Symantec 
Ltd. and Symantec Corporation (12) 


2003 Stock Plan* (1 3) 


Employment Agreement effective as of November 14,2003 between Nand Gangwani and the Registrant* (14) 


Employment agreement dated January 29, 2004 between Bradford D. Duea and the Registrant' (15) 


Employment agreement dated January 29,2004 between Laura B. Goldberg and the Registrant* (15) 


Loan and Security Agreement between Registrant and Silicon Valley Bank dated March 29,2004 (1 5) 


Form of 2003 Stock Plan Agreements* (16) 


First Amendment dated December 17,2004 to Loan and Security Agreement by and among Registrant, Napster, 
LLC and Silicon Valley Bank dated March 25,2004 (2) 


Additional Borrower Joinder Supplement by and among Registrant, Napster LLC and Silicon Valley Bank dated 
December 17,2004 (16) 


Loan Modification and Consent Agreement by and among Registrant, Napster, LLC, and Silicon Valley Bank dated 
December 17,2004 (16) 


Standard lndustriallCommerciaI Single-Tenant Lease, between Registrant and Fox & Fields, dated September 7, 
2001 (16) 


Lease Extension and Lease Guaranty of Registrant, between Registrant and Fox & Fields, dated January 5, 2005 
(1 6) 
Form of Napster, Inc. Amended and Restated 2001 Stock Plan Restricted Stock Award Agreement (17) 


Letter Agreement between the Company and Wm. Christopher Gorog, dated May 31,2005 (17) 


Joint Venture Operating Agreement dated as of October 14, 2005 between Napster, LLC and Tower Records 
Japan. Inc., Nikko Principal Investments Japan, Ltd. and Napster Japan, Inc." (18) 


License Agreement dated as of October 14,2005 between Napster, LLC and Tower Records Japan, Inc. *' (18) 


Amended and Restated Napster, Inc. 2001 Stock Plan (19) 


Form of Director Restricted Stock Award Agreement (19) 


Consulting Agreement dated January 2,2006, between Robert Rodin and Registrant (20) 


Letter Agreement between Nand Gangwani and the Registrant, dated November 8, 2006 (21) 


Letter Agreement between Bradford D. Duea and Registrant, dated November 8, 2006 (21) 


Second Lease Extension and Lease Guaranty between Registrant and Fox and Fields, a general partnership, 
dated November 8,2006 (22) 


AOL Advertising Insertion Order by and between AOL LLC and Napster, LLC, dated January 11,2007*' 
Amended and Restated Napster Code of Conduct (20) 


List of Subsidiaries 


Consent of Independent Registered Public Accounting Firm 


Certification of Chief Executive Officer required pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 
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Exhibit 
Number Description of Exhibit 


31.2 Certification of Chief Financial Officer required pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 


32.1 Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act 
of 2002 


Management contract or compensatory plan or arrangement required to be filed as an exhibit to the Company's Annual 
Report on Form 10-K. 


" Pursuant to 17 CFR 240.24b-2, confidential information has been omitted and has been filed separately with the Securities 
and Exchange Commission pursuant to a Confidential Treatment Application filed with the Commission. 


t Certain exhibits, schedules, appendices and annexes to these agreements have been omitted from this filing pursuant to 
Item 601(b)(2) of Regulation S-K. The Registrant will furnish copies of any of these exhibits, schedules, appendices or 
annexes to the Securities and Exchange Commission upon request. 


(1) lncorporated by reference to the Registrant's Current Report on Form 8-K as filed with the Securities and Exchange 
Commission on May 19, 2003. 


(2) lncorporated by reference to the Registrant's Current Report on Form 8-K as filed with the Securities and Exchange 
Commission on December 23,2004. 


(3) lncorporated by reference to the Registrant's Form 10 Registration Statement (No. 000-32373) as filed with the Securities 
and Exchange Commission on May 15,2001. 


(4) lncorporated by reference to the Registrant's Annual Report on Form 10-K as filed with the Securities and Exchange 
Commission on June 30,2003. 


(5) lncorporated by reference to the Registrant's Registration Statement on Form 8-A as filed with the Securities and Exchange 
Commission on June 5.2001. 


(6) lncorporated by reference to the Registrant's Current Report on Form 8-K as filed with the Securities and Exchange 
Commission on June 20,2003. 


(7) lncorporated by reference to the Registrant's Current Report on Form 8-K as filed with the Securities and Exchange 
Commission on January 13,2004. 


(8) lncorporated by reference to the Registrant's Registration Statement on Form S-3 (No. 333-1 17520) as filed with the 
Securities and Exchange Commission on July 20, 2004. 


(9) lncorporated by reference to the Registrant's Current Report on Form 8-K as filed with the Securities and Exchange 
Commission on January 21,2005. 


(10) Incorporaled by reference to the Registrant's Quarterly Report on Form 10-0 as filed with the Securities and Exchange 
Commission on November 14,2003. 


(1 1) lncorporated by reference to the Registrant's Registration Statement on Form S-8 as filed with the Securities and Exchange 
Commission on January 28,2002. 


(12) lncorporated by reference to the Registrant's Current Report on Form 8-K as filed with the Securities and Exchange 
Commission on April 18,2003. 


(1 3) lncorporated by reference to the Registrant's Proxy Statement on Schedule 14A for the 2003 Annual Meeting of 
Stockholders as filed with the Securities and Exchange Commission on August 18, 2003. 


(14) lncorporated by reference to the Registrant's Quarterly Report on Form 10-Q as filed with the Securities and Exchange 
Commission on February 17.2004. 


(15) lncorporated by reference to the Registrant's Annual Report on Form 10-K as filed with the Securities and Exchange 
Commission on June 14,2004. 


(16) lncorporated by reference to the Registrant's Registration Statement on Form S-3 (No. 333-122658) as filed with the 
Securities and Exchange Commission on February 9,2005. 


(1 7) lncorporated by reference to the Registrant's Current Report on Form 8-K as filed with the Securities and Exchange 
Commission on June 6,2005. 


(18) lncorporated by reference to the Registrant's Quarterly Report on Form 10-Q as filed with the Securities and Exchange 
Commission on February 8,2006. 


(19) lncorporated by reference to the Registrant's Current Report on Form 8-K as filed with the Securities and Exchange 
Commission on October 24, 2005. 
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(20) lncorporated by reference to the Registrant's Annual Report on Form 10-K as filed with the Securities and Exchange 
Commission on June 9,2006. 


(21) lncorporated by reference to the Registrant's Current Report on Form 8-K as filed with the Securities and Exchange 
Commission on November 8,2006 


(22) lncorporated by reference to the Registrant's Quarterly Report on Form 10-Q as filed with the Securities and Exchange 
Commission on February 8,2007 
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ASSET PURCHASE AGREEMENT 


This Asset Purchase Agreement (" Agreement ") is dated as of January 1 1,2007 (" Effective Date "), between 
Napster, LLC, a Delaware limited liability company with principal offices located at 9044 Melrose Avenue, Los 
Angeles, California 90069 (" Buyer "1, AOL LLC (for certain limited purposes under Section 12.5, Article 14, Article 
15, and Article 16 below), a Delaware limited liability company with principal ofices located at 22000 AOL Way, 
Dullcs, Virginia 20166 (" AOL ") and AOL Music Now LLC, a Dclawarc limitcd liability company with principal 
offices located at 550 West Washington Boulevard, Chicago, Illinois 60661 (" Seller "). Buyer and Seller are, from 
time to time, referred to individually as a "party" and jointly or collectively as the "parties." 


RECITALS 


WHEREAS, Seller desires to sell the Assets (as herein defined) to Buyer and Buyer desires to purchase the 
Assets from Seller for the consideration, terms and conditions set forth in this Agreement. 


NOW, THEREFORE, the parties, intending to be legally bound, agree as follows: 


AGREEMENT 


1. DEFINITIOYS AND USAGE. 
The following definitions shall apply for purposes of this Agreement: 


" Advertising Agreement " means an advertising agreement as executed by the parties in a form attached to 
this Agreement as Exhibit C . 


" Affiliate " means a Person that directly, or indirectly through one or more intermediaries, controls, is 
controlled by or is under common control with, a specified Person. 


" Assets " have the meaning set Corlh in Scction 2.1. 


" Assignment and Assumption Agreement " has thc mcaning sct forth in Scction 3.1.1. 


" Assumed Liabilities " has the meaning set forth in Section 2.3. 


" Baseline Calculation Date " has the meaning set forth in  Section 2.2.2(b). 


" Buyer " has the meaning set forth in the first paragraph of this Agreement. 


" Cash Purchase Price "has the meaning set forth in Section 2.2. 


" Closing " has the meaning set forth in Section 2.5. 
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PORTIONS DENOTED WITH [***I HAVE BEEN OMITTED AND FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE 
COMMISSION PURSUANT -- TO A REQUEST FOR CONFIDENTIAL TREATMENT. 


" Closing Date " means the date of the Closing. 


" Contemplated Transactions " means all of the transactions contemplated by this Agreement. 


" Customer " means an end user of the Music Now Service who has either made purchases from, or otherwise 
registered with, the Music Now Service, including users who as of the Effective Date are on a subscription plan 
(including Trial Subscribers). 


" Customer Database " means the following information in a digital form, as prepared and delivered in 
accordance with the Transition Plan, relating to each Subscriber and Shopper to the extent collected by Seller: [***I. 
For purposes of clarity, the information described above include only information of those Subscribers and Shoppers 
who do not opt-out of transitioning to thc Napstcr Scrvicc in accordancc with thc Subscribcr Notification proccdurcs 
set forth in the Transition Plan. 


" Deposit " shall have the meaning set forth in Section 2.2.1 below. 


" Disclosure Schedules " means the disclosure schedules attached to Exhibit I; to this Agreement. 


" Final Cash Purchase Price " shall have the meaning set forth in Section 2.2.2. 


" Final Payment Date " shall have the meaning set I'orth in Seclion 2.2.2. 


" Laws " mcan any fcdcral, statc, local, municipal, forcign, intcmational, multinational or othcr constitution, 
law, ordinance, principle of common law, code, regulation, statute or treaty. 


" Liability " means, with respect to any Person, any liability or obligation of such Person of any kind, character 
or description, whether known or unknown, absolute or contingent, accrued or unaccrued, disputed or undisputed, 
liquidated or unliquidated, secured or unsecured, joint or several, due or to become due, vested or unvested, executory, 
determined, determinable or otherwise, and whether or not the same is required to be accrued on the financial 
statements of such Person. 


" Lien " means any claim, charge, easement, encumbrance, security interest, lien, option to acquire or dispose 
of, pledge, or restriction on voting, sale, transfer, or disposition, whether imposed by agreement, understanding, law, 
equity or otherwise. 


" Material Adverse Event " rneans an event, circulnstance or event that would (a) be ~naterially adverse to the 
Music Now Service taken as a whole, (b) materially impair the validity or enforceability of this Agreement against 
Seller or Buyer, or (c) materially adversely affect either party's ability to perform its obligations under this Agreement 
or the other documents and agreements referenced herein. 
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" Music License Agreements " means the license agreements for the distribution of musical content between 
Scllcr and thc indcpcndcnt music labcls idcntificd in Exhibit D attachcd hcrcto. 


" Music Now Service " means the music entertainment subscription service known as "AOL Music Now" 
provided and operated by Seller located at www.musicnow.com and www.aolmusicnow.com . 


" Napster Service " means the music entertainment service that Buyer will provide to Subscribers and Shoppers 
as of the Transition Date in accordance with the terms of this Agreement. 


" New Subscriber " shall have the meaning set forth in Section 5.3 of the Transition Plan. 


" Payment Information " means the credit card or VisahIasterCard branded creditfdebit card numbers and 
related billing address information provided by the Subscribers and Shoppers to Seller for use with their purchases and 
subscriptions on the Music Now Service. 


" Person " rneans an individual, partnership, corporation, business trust, limited liability company, limited 
liability partnership, joint stock company, trust, unincorporated association, joint venture or other entity or a 
governmental body. 


" Proceeding " means any action, arbitration, hearing, formal investigation, litigation or suit commenced, 
brought, conducted or heard by or before, or otherwise involving, any governmental body or arbitrator. 


" Purchase Price Calculation " shall have the meaning set forth in Section 2.2.3 below. 


" Representative " means, with respect to a particular Person, any director, officer, manager, employee, agent, 
consultant, advisor, accountant, financial advisor, legal counsel or other representative of that Person. 


" Retained Liabilities " has the meaning set forth in Section 2.3. 


" Seller " has the meaning set forth in the first paragraph of this Agreement. 


"Shopper" means a Customer who has made one or more purchases for content from the Music Now Service 
bctwccn January 1,2006 and thc Closing Datc and who has not optcd-out of transitioning to thc Napstcr Scrvicc as of 
the Closing Date in accordance with the terms of the Transition Plan. 


" Statement of Objections " shall have the meaning set forth in Section 2.2.3 below. 







" Subscriber " means either (a) a Custon~er (i) who is on a subscription plan with Seller for access and use of 
thc Music Now Scrvicc, including all Trial Subscribers and (ii) who has valid Paymcnt Information on filc with Scllcr 
as of the Seller's last billing attempt and (iii) who has not opted-out of transitioning to the Napster Service as of the 
Closing Date in accordance with the terms of the Transition Plan, or (b) a New Subscriber. 


" Subscriber Contracts " means all contracts for the provision of the Music Now Service between Seller and 
Subscribers that are in effect as of the Closing Date. 


" Subscriber Notification " means the notice that Seller will provide to Customers as set forth in Section I of 
the Transition Plan. 


66 Tax " mcans any incomc, gross rcccipts, liccnsc, payroll. cmploymcnt, cxcisc, scvcrancc, stamp, occupation, 
premium, property, capital stock, franchise, employees' income withholding, foreign or domestic withholding, social 
security, unemployment, disability, real property, personal property, sales, use, transfer, value added, alternative, and 
other tax, fee, assessment, levy, tariff, charge or duty of any kind whatsoever and any interest, penalty, addition or 
additional amount thereon imposed, assessed or collected by or under the authority of any governmental body or 
payable under any tax-sharing agreement or any other contract. 


" Transition Plan " has the meaning set forth in Section 2.4. 


" Transition Date " means the date that the Napster Service is available for access and use by the Subscribers 
and Shoppers as set forth in the Transition Plan. 


" Trial Subscriber " means an end user who has access to a fee-based subscription to the Music Now Service 
for free on a trial basis. 


" Trigger Date " means the thirtieth (30 t h )  day from the date that Seller completes sending the Subscriber 
Notification to Customers as required under Section I of the Transition Plan. 


2. SALE AND TRANSFER OF ASSETS; CLOSING. 


2.1 Sale of Assets. On the Closing Date, Seller shall sell, convey, assign, trdnsfer and deliver to Buyer, and 
Buyer shall purchase and acquire from Seller, free and clear of all Liens, all of Seller's right, title and 
interest in and to (a) the Subscriber Contracts and (b) the Customer Database (collectively, the " Assets 
I,\ 


2.2 Consideration. Subject to the terms set forth below, the consideration for the Assets (the " Cash 
Purchase Price ") will be [***I Dollars ($[***I) as adjusted below and the assurnption ofthe Assumed 
Liabilities. The payment of the Cash Purchase Price shall be in accordance with the terms described in 
Section 2.2.1,2.2.2 and 2.2.3 below. 
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2.2.1 Earnest Money Deposit . Buyer shall pay to Seller an earnest money deposit of [***I Dollars 
( $ [***I) by wirc transfcr of immcdiatcly availablc funds within two (2) busincss days of thc 
Effective Date (" Deposit "). 


2.2.2 Final Cash Purchase Price . The balance of the Cash Purchase Price shall be paid on the Final 
Payment Date in accordance with Section 2.2.3 below. The adjustments to the Cash Purchase 
Price shall be calculated as follows: 


a. The Cash Purchase Price is based upon an initial estimate that there is a baseline of 
350,000 Subscribers (the " Baseline "). 


b. The Cash Purchase Price will be (i) increased at an amount of [***I ($[***I) per 
Subscriber to the extent that the number of Subscribers exceeds the Baseline as of the earlier of 
(x) thirty days following the Trigger Date or (y) the Closing Date or (ii) decreased at an amount 
of [***I ($[***I) per Subscriber to the extent that the number of Subscribers is less than the 
Baseline as of the earlier of (x) thirty days following the Trigger Date or (y) the Closing Date (" 
Baseline Calculation Date "). 


c. The Cash Purchase Price will be reduced at the Closing by the portion of any subscription 
fees paid by any Subscribers before the Closing attributable or redeemable for any period after 
the Closing. 


d. The Cash Purchase Price will be reduced by the product of $[***I times the total number 
of permanent download credits purchased by Subscribers and Shoppers on and after January 1, 
2006 and that remain unredeemed as of the Closing Date (estimated as of December 27,2006 at 
20,692 download credits or $[***I) (the Cash Purchase Price, as adjusted by subsections 
(a) through (d) of this Section 2.2.2, the " Final Cash Purchase Price "). 


e. If the Final Cash Purchase Price is less than the Deposit, then Seller shall remit to Buyer 
Lhe balance of such adjusled Final Cash Purchase Price wilhin Len (10) days of [he final 
determination of the Purchase Price Calculation as determined in Section 2.2.3 below (" Final 
Payment Datc ") by wire transfer of immediately available funds; if the Final Cash Purchase 
Price is grcatcr than the Deposit, then Buyer shall rcmit to Seller the balance of such adjusted 
Final Cash Purchase Price on the Final Payment Date by wire transfer of immediately available 
funds. 


2.2.3 Procedure for Calculatioi~ of Final Cash Purchase Price. No latcr than tcn (10) days aftcr thc 
Closing, Seller shall provide to Buyer a list of the Subscribers in effect as of the Baseline 
Calculation Date and a calculation of the Final Cash Purchase Price determined in accordance 
with Section 
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2.2.2 above, including any infomlation as reasonably necessary to support the basis of Seller's 
calculation (" Purchase Price Calculation '7. At any timc during thc tcn (10) days following 
delivery to Buyer of the Purchase Price Calculation, Buyer shall either (a) inform Seller in 
writing that the Purchase Price Calculation is acceptable or (b) deliver to Seller a written 
statement setting forth a description of Seller's objections to the Purchase Price Calculation (the 
" Statement of Objections '3. If no acceptance or Statement of Objections is received by Seller 
within such ten (10) days' period, the Purchase Price Calculation shall be conclusively deemed 
correct and binding on both Seller and Buyer. If Buyer timely submits a Statement of 
Objections, Seller and Buyer shall use their best efforts to agree upon a Final Cash Purchase 
Price. If, after ten (10) days, Seller and Buyer are unable to agree upon a Final Cash Purchase 
Price, then the parties shall try to settle their differences amicably between themselves by 
referring the disputed matter to the appropriate executives at the senior vice president level or 
higher for discussion and resolution. Either party may initiate such informal dispute resolution 
by sending written notice of the dispute to the other party, and within ten (10) days afier such 
noticc such rcprcscntativcs of thc partics shall mcct for attcmptcd rcsolution by good faith 
negotiations. If such representatives are unable to resolve such dispute within thirty (30) days of 
initiating such negotiations, either party may seek the remedies available to such party under 
law. 


Liabilities. Subject to the terms and conditions of this Agreement and effective as of the Closing, Buyer 
shall assume, discharge, perform and otherwise be solely responsible for, any Liability to the 
Subscribers (related to the Subscriber Contracts) or Shoppers (including permanent download credits 
acquired prior to the Closing Date) in the ordinary course of business outstanding as of or subsequent to 
the Closing Date and all other Liabilities related to the Assets on matters occurring subsequent to the 
Closing (collectively, the " Assumed Liabilities "). For purposes of clarity, any Liabilities related to 
the Music License Agreements assigned to Buyer under Section 7.9 arising subsequent to the Closing 
Date shall be Assumed Liabilities. Other than the Assumed Liabilities, Buyer shall not assume any 
other Liability of Seller (collectively, the " Retained Liabilities "). Without lirnitation, the Retained 
Liabilities shall include all royalties owed by Seller to third parties (including music companies) and 
any Proceeding pending or arising before the Closing Date related to the Music Now Service. 


2.4 Migration and Transition . The parties shall implement the transfer of Assets from Seller to Buyer in 
accordance with the Transition Plan (" Transition Plan ") attached hereto as Exhibit A. 


-6- 
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2.5 Closing. Unless Seller and Buyer otherwise agree in writing, the closing of the Contemplated 
Transactions (thc " Closing '3 will takc placc at Dullcs, Virginia commencing at 10:OO a.m. (local timc) 
on the Transition Date. 


3. CLOSING OBLIGATIONS. 


3.1 Seller Obligations . Seller shall deliver to Buyer at the Closing: 


3.1.1 an Assignment and Assumption Agreement in the form of Exhibit B (the " Assignment and 
Assumption Agreement ") executed by Seller; 


3.1.2 such other instruments of transfer and conveyance as may reasonably be requested by Buyer, 
each in form and substance mutually satisfactory to the parties; 


3.1.3 a certificate executed by an authorized representative of Seller to the effect that each of the 
conditions specified in Section 9.1 and 9.2 and 9.5 are satisfied in all respects; and 


3.1.4 the Advertising Agreement. 


3.2 Buyer Obligations. Buycr shall dclivcr to Scllcr at thc Closing: 


3.2.1 the Deposit by wire transfer thereof into an account designated in writing by Seller in 
accordance with the terms of Section 2.2; 


3.2.2 the Assignment and Assumption Agreement executed by Buyer; 


3.2.3 a certificate executed by Buyer to the effect that each of the conditions specified in Section 10.1, 
10.2 and 10.5 are satisfied in all respects; and 


3.2.4 the Advertising Agreement. 


4. REPRESENTATIONS AND WARRANTIES OF SELLER. 


Seller represents and warrants to Buyer as follows: 


4.1 Organization and Good Standing. Seller is a limited liability conlpany duly organized, validly 
existing and in good standing under the laws of the State of Delaware. Seller is the sole beneficiary of 
the Subscriber Contracts. Seller has the power and authority to own all of its property and assets and is 
qualified to carry on its business as it is now being conducted. 
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Enforceability; Authority; No Conflict. The execution and delivery of this Agreement (and the other 
documcnts and agrccmcnts rcfcrcnccd hcrcin) and thc consummation of thc Contcmplatcd Transactions 
have been duly authorized by the Seller, and all actions by the Seller necessary for the authorization and 
consummation of the Contemplated Transactions have been taken. This Agreement, and the other 
documents and agreements referenced herein, when executed and delivered by the Seller will constitute 
its legal, valid and binding obligations enforceable against the Seller in accordance with the terms of 
this Agreement and such other agreements and documents described herein. The execution and delivery 
by Seller of this Agreement and the other documents and agreements referenced herein, and the 
performance by it of, and compliance with, its obligations hereunder and thereunder will not (a) conflict 
with or violate or result in a default under its operating agreement, certificate of formation, or any of its 
other charter documents, (b) violate any order or Laws applicable to it, the Assets or the Music Now 
Service, (c) result in the imposition of any Lien against any ofthe Assets, or (d) require any filing with, 
or any permit, approval or consent from, any Person, except that the consent of the independent music 
labels will be required to assign any Music License Agreements to Buyer under Section 7.9. 


4.3 Title to and Condition of the Assets. Except as otherwise provided below, the Seller warrants and 
represents (a) that it has equitable interest in, and the right to possess and use the Payment Information 
subject to the rights of all applicable credit card issuers and associations, (b) that it has good title to all 
other Assets, free and clear of all Liens and (c) that the Subscriber Contracts are valid, binding and in 
fill force and effect, enforceable in accordance with their terms against the Subscribers, subject to 
applicable bankruptcy, insolvency, and similar Laws affecting creditors' rights generally and general 
principles of equity; provided, however, the Seller makes no representation or warranty with respect to 
the Music Label Agreements except as othenvise provided in Section 7.9 below. 


4.4 Subscriber Contracts. The Subscriber Contracts are each in substantially the same forin as Exhibit E- 
l . Each Subscriber Contract was entered into in a bona fide transaction, is a valid and binding 
agreement of Seller, the performance of which by Seller does not violate any applicable Law. Seller has 
duly performed all of its obligations under each Subscriber Contract to the extent that such obligations 
Lo perlorm have accrued. To Seller's knowledge, no malerial breach or malerial delaull, alleged 
material breach or alleged material default, or event which would (with the passage of time, notice or 
both) constitutc a material breach or material default thcrcunder by Seller or, to the lmowlcdge of 
Seller, any other party or obligor with respect thereto, has occurred, or as a result of this Agreement or 
performance hereof will occur. To Seller's knowledge, Seller neither has received written notice nor is 
there a pending claim that it has breached, violated or defaulted under any Subscriber Contract, and to 
the knowledge of Seller there is no valid basis for any of the foregoing. Seller has not 







given written notice to any other Person that such Person has breached, violated or defaulted under any 
Subscribcr Contract, and to thc knowlcdgc of Scllcr thcrc is no valid basis for any of thc forcgoing. 
Other than the Subscriber Contracts, Seller has no Liabilities with respect to the Subscribers with 
respect to the Music Now Service. 


4.5 Music Now Service. The Music Now Service is and has been conducted in material compliance with 
all applicable Laws. Except as otherwise provided in Schedule 4.5 of Exhibit F , to Seller's knowledge, 
Seller has not received any written notice of any actual, alleged, possible or potential violation of any 
applicable Law related to the Music Now Service or of any obligation to bear all or any portion of the 
cost of any Liability of any nature related to the Music Now Service. Seller's privacy policy which is 
related to the Assets, Subscribers or Music Now Service, is set forth in Exhibit E-2 , and Seller is and 
has bccn in matcrial cornpliancc with such policy. 


4.6 No Closing Liability. To Seller's knowledge, there is no threatened or pending (in writing) Proceeding 
by or against Seller that may adversely and materially affect the Assets or that may have the effect of 
preventing, delaying, making illegal or otherwise interfering with, any of the Contemplated 
Transactions. 


Limitation on Warranty; Knowledge of Buyer. EXCEPT AS EXPRESSLY PROVIDED HEREIN 
TO THE CONTRARY, THE ASSETS ARE SOLD AS IS. SELLER MAKES NO EXPRESS OR 
IMPLIED REPRESENTATION OR WARRANTY WHATSOEVER WITH RESPECT TO THE 
ASSETS (OTHER THAN THOSE SET FORTH TN THIS SECTION 4 OR IN ANY CERTIFICATE 
DELIVERED HEREUNDER) AND SPECIFICALLY EXCLUDES THE IMPLIED WARRANTIES 
OF MERCHANTIBILITY, ACCURACY AND FITNESS FOR A PARTICULAR PURPOSE. Without 
limiting the generality of this Section 4.7, Seller specifically makes no representation or warranty as to 
Lhe li~ture prospecls or prolilabilily of (he Assets lo be used by Buyer. 


5. REPRESENTATIO-YS AND WARRANTIES OF BUYER. 


Buyer represents and warrants to Seller as follows: 


5.1 Organization and Good Standing. Buyer is a limited liability company duly organized, validly 
existing and in good standing under the laws of Delaware with full corporate power and authority to 
conduct its business as it is now conducted. 


5.2 Enforceability; Authority; No Conflict. The execution and delivery of this Agreement (and the other 
documents and agreements referenced herein) and the consummation of the Contemplated Transactions 
have been duly authorized by the Seller, and all actions by the Seller necessary for the authorization and 
consummalion of the Contemplated Transaclions have been Laken. This 
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Agreement, and the other docun~ents and agreements referenced herein, when executed and delivered 
by thc Buycr, will constitutc its lcgal, valid and binding obligations cnforccablc against thc Buycr in 
accordance with the terms of this Agreement and such other agreements and documents described 
herein. The execution and delivery by Buyer of this Agreement and the other documents and 
agreements referenced herein, and the performance by it of, and compliance with, its obligations 
hereunder and thereunder will not (a) conflict with or violate or result in a default under its operating 
agreement, certificate of formation, or any of its other charter documents, (b) violate any order or Laws 
applicable to it, or (c) require any filing with, or any permit, approval or consent from, any Person. 


5.3 No Closing Liability. There is no pending Proceeding that has been commenced against Buyer and that 
challenges, or may have the effect of preventing, delaying, making illegal or otherwise interfering with, 
any of thc Contcmplatcd Transactions. To thc bcst of Buycr's knowlcdgc, no such Procccding has bccn 
threatened. 


5.4 Availability of Funds. Buyer has available sufficient funds to enable it to consummate the 
Contemplated Transactions on the terms provided herein. 


6. NO BROKERS. 


Each party represents to the other party that no Person is entitled to any broker's commission, finder's fee or 
similar compensation in connection with the transactions contemplated by this Agreement. Each party shall be 
responsible for the payment of its own expenses arising out of the transaction contemplated by this Agreement. 


7. COVENANTS OF SELLER PRlOR TO CLOSlNG 


7.1 Access and Investigation. Between the Effective Date and the Closing, Seller shall upon reasonable 
prior notice afford Buyer and its Representatives reasonable access, during regular business hours, to 
Seller's personnel, the Subscriber Contracts, and books and records specifically pertaining to the 
Assets, such rights of access to be exercised in a manner that does not unreasonably interfere with the 
operations of Seller. 


7.2 Operation of the Business of the Music Now Service. Exccpt as othcrwisc agrccd by Buycr and 
Seller, and except as otherwise provided in the Transition Plan, between the Effective Date and the 
Closing, Seller shall use commercially reasonable efforts to conduct the business of the Music Now 
Service for the benefit of its existing Custo~ners in its ordinary course of business, including without 
limitation, offering and delivering content to the Customers and processing of payables and invoices to 
and collecting subscription fees from Subscribers. Seller shall confer with Buyer concerning any 
operational matters of a material nature. Nothing shall be construed in this Section 7.2 as requiring 
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Seller to employ additional personnel or to apply additional resources to its business. The parties 
undcrstand and agrcc that bcginning on thc Effcctivc Datc, Scllcr may takc rcasonablc stcps to prcparc 
for the wind down of the Music Now Service. 


7.3 Required Approvals. As promptly as practicable after the Effective Date, Seller shall make, or cause 
to be made, all filings, if any, required by Law to be made by it, and obtain all third party approvals and 
consents, if any, required to be obtained by it, in each case to consummate the Contemplated 
Transactions. Seller also shall reasonably cooperate with Buyer at Buyer's expense with respect to all 
filings, if any, Buyer shall be required to make under this Section 7.3. 


Notification. Between the Effective Date and the Closing, Seller shall promptly notify Buyer in writing 
if Seller becornes aware of (a) any fact or condition that causes or constitutes a breach of any of Seller's 
representations and warranties made as of the date of this Agreement or (b) the occurrence after the date 
of this Agreement of any fact or condition that (except as expressly contemplated by this Agreement) 
causes or constitutes a breach of any such representation or warranty had that representation or warranty 
been made as of the time of the occurrence of, or Seller's discovery of, such fdct or condition. Should 
any such fact or condition require any change to the Disclosure Schedules, Seller shall promptly deliver 
to Buyer a supplement to the Disclosure Schedule specifying such change; provided that all such 
updates shall be excluded for purposes of Sections 9 - 14. During the same period, Seller also shall 
promptly notify Buyer of the occurrence of any breach of any covenant of Seller in this Section 7 or of 
the occurrence of any event that may make the satisfaction of the conditions in Section 9 impossible or 
unlikely. 


7.5 Commercially Reasonable Efforts. Seller shall use commercially reasonable efforts to cause the 
conditions in Section 9 to be satisfied. 


7.6 Cooperation. Between the Effective Date and the Closing, Seller will reasonably cooperate with Buyer 
and its Representatives in the preparation of any documents or other materials required in connection 
with the Contemplated Transactions. 


7.7 Disclosure. Seller hereby agrees to the terms set forth in Section 8.6 below. 


7.8 Customer Service Records . Seller shall use commercially reasonable efforts to compile and deliver to 
Buyer certain customer service records for all Subscribers and Shoppers in a form and tnedia as 
mutually agreed to by the parties; provided, however, that the compilation and delivery of such records 
are technically feasible for both parties and will not require Seller to employ resources in addition to the 
resources currently allocated for the operation of its business. 
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7.9 Music Label Agreements. Upon request of Buyer, Seller shall use con~n~ercially reasonable efforts to 
rcqucst and facilitatc conscnt from thc applicable liccnsors thc right to assign and transfcr at Closing thc 
Music Licensing Agreements to Buyer; provided that any Liabilities of Seller relating to such 
agreements and existing prior to Closing shall remain Liabilities of Seller. Any Music Licensing 
Agreement in which Seller obtains consent to transfer to Buyer will be assigned and delivered to Buyer 
as part of the Assignment and Assumption Agreement. Notwithstanding anything contrary herein, any 
Music Licensing Agreement assigned under this Section 7.9 will be provided "AS IS" without 
representations or warranties of any kind, including any implied warranties. 


8. COVENANTS OF BUYER PRIOR TO CLOSIYG. 


8.1 Required Approvals. As prornptly as practicable after the date of this Agreement, Buyer shall make, or 
cause to be made, all filings, if any, required by Law to be made by it and obtain all third party 
approvals and consents, if any, required to be obtained by it, in each case to consummate the 
Contemplated Transactions. Buyer also shall reasonably cooperate with Seller at Seller's expcnse with 
respect to all filings, if any, Seller shall be required to make under any applicable Law. 


8.2 Commercially Reasonable Efforts. Buyer shall use con~mercially reasonable efforts to cause the 
conditions in Scction 10 to bc satisfied. 


8.3 Transition. Buyer shall use its best efforts to make the Napster Service available to the Subscribers and 
Shoppers and to achieve a Transition Date as soon as practicable after the Trigger Date but in no event 
laler Lhan Lhirly (30) calendar days afler Lhe Trigger Dale. Nolwilhstanding [he [oregoing, Buyer may, 
upon request to Seller, clect to take an extension of time to transition the Subscribers and Shoppers to 
the Napster Service for a period of up through and including March 31,2007. Buyer's request for an 
extension shall be made no later than fourteen (14) calendar days following the Trigger Date. In the 
event Buyer elects to take such an extension of time or in the event that Seller has failed to perform any 
of its obligations under this Agreement in any material respect, Seller will use commercially reasonable 
efforts to use its then existing resources to continue operation of the Music Now Service until the earlier 
of (i) the Transition Date or (ii) March 31, 2007. 


8.4 Notification. Between the Effective Date and the Closing, Buyer shall promptly notify Seller in writing 
iIBuyer becomes aware of(a) any lac1 or condition Lhal causes or cons~ilules a breach orany 01 
Buyer's representations and warranties made as of the date of this Agreement, or (b) the occurrence 
after the date of this Agreement of any fact or condition that (except as expressly contemplated by this 
Agreement) causes or constitutes a breach of any such representation or warranty had that 
representation or warranty been made as of the time of the occurrence of, 
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or Buyer's discovery of, such fact or condition. During the same period, Buyer also shall pronlptly 
notify Scllcr of thc occurrcncc of any brcach of any covcnant of Buycr in this Scction 8 or of thc 
occurrence of any event that may make the satisfaction of the conditions in Section 10 impossible or 
unlikely. 


8.5 Cooperation. Between the date of this Agreement and the Closing, Buyer will reasonably cooperdte 
with Seller, AOL and their Representatives in the preparation of any documents or other materials 
required in connection with the Contemplated Transactions. 


8.6 Disclosure. Except as otherwise agreed by Buyer and Seller, between the date of this Agreement and 
the Closing, each party shall discuss with third parties and Representatives the potential sale of the 
Assets only on a need to know basis and only after receiving From such third parties and 
Representatives confidentiality agreements in form and substance satisfactory to the other party and for 
the benefit of such other party as a third party beneficiary, pursuant to which such third parties and 
Representatives agree not to disclosc such potential sale. 


9. CONDITIONS PRECEDENT TO BUYER'S OBLIGATION TO CLOSE. 


All obligations of Buyer under this Agreement are subject to the hlfillment, prior to or at the Closing, of each of 
the following conditions: 


9.1 Accuracy of Representations. Subject to the qualifiers set forth in this Section 9.1, all of Seller's 
representations and warranties in this Agreement shall have been accurate in all material respects as of 
the date of this Agreement, and shall be accurate in all material respects as of the time of the Closing as 
if thcn madc (cxccpt for thosc rcprcscntations and warrantics that contain any matcriality qualification, 
which representations and warranties, to the extent so qualified, shall instead be true and correct in all 
respects as of such respective dates). 


9.2 Seller's Performance. Seller shall have performed and complied with in all material respects all of its 
covenants and obligations set forth in this Agreemenl. 


9.3 Additional Documents. Scllcr shall havc causcd to bc dclivcrcd to Buycr thc documcnts and 
instruments required by Section 3.1 or otherwise facilitated the consummation or performance of any of 
the Contemplated Transactions. 


9.4 No Proceedings. Since the dale of this Agreemenl, there shall no1 have been commenced or Lhrealened 
in writing against Buyer or Seller any material Proceeding (a) involving any material challenge to, or 
seeking material damages or other material relief in connection with, any of the Contemplated 
Transactions or (b) that may have the effect of preventing, materially delaying, making illegal, 
imposing limitations or conditions on or otherwise materially interfering with any of the Contemplated 
Transactions. 
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9.5 No Material Adverse Event. There shall have been no Material Adverse Event since the date hereof. 


10. CONDITIONS PRECEDENT T O  SELLER'S OBLIGATION T O  CLOSE. 


All obligations of Seller under this Agreement are subject to the fulfillment, prior to or at the Closing, of each of 
the following conditions: 


10.1 Accuracy of Representations. All oCBuyer's represenlalions and warranlies in h i s  Agreemen1 shall 
have been accurate in all material respects as of the date of this Agreement and shall be accurate in all 
material respects as of the time of the Closing as if then made. 


10.2 Buyer's Performance. All of the covenants and obligations that Buyer is required to perform or to 
comply with pursuant to this Agreement at or prior to the Closing (considered collectively), and each of 
these covenants and obligations (considered individually), shall have been perfomled and conlplied 
with in all matcrial rcspccts. 


10.3 Additional Documents. Buyer shall have caused to be delivered to Buyer the documents and 
instruments required by Section 3.2 or otherwise Cacilitated the consummation or performance of any of 
the Contemplated Trdnsactions. 


10.4 No Proceedings. Since the date of this Agreement, there shall not have been conlnlenced or threatened 
in writing against Scllcr or Buycr any matcrial Procccding (a) involving any matcrial challcngc to, or 
seeking material damages or other material relief in connection with, any of the Contemplated 
Transactions or @) that may have the effect of preventing, materially delaying, making illegal, 
imposing limitations or conditions on or otherwise rnaterially interfering with any of the Contemplated 
Transactions. 


10.5 No Material Adverse Evcnt. There shall have been no Material Adverse Event since the date hereof. 


11.1 Termination Events. By notice given prior to or at the Closing, this Agreement may be terminated as 
follows: (a) by mutual consent in writing of Buyer and Seller; (b) by Seller if Buyer fails to deliver the 
Deposit to Seller within two (2) business days of the Effective Date; (c)  by Seller or Buyer if a material 
breach of any provision of this Agreement has been committed by the other party and such breach has 
not been cured within ten (10) days of notice to such breaching party by such non-breaching party (if 
such breach can be cured); or (d) by Seller or 
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Buyer if the Closing has not occurred on or before 5.00 p.m. Eastern Standard Time on March 31,2007, 
providcd, howcvcr, that thc party sccking to tcrminatc this Agrccmcnt pursuant to this Scction 1 l.l(d) 
may do so only if the failure to close shall not have resulted from the failure of such party to comply 
with any of the terms of this Agreement or from the inaccuracy of any representation or warranty of 
such party. Termination of this Agreement by a party shall not preclude the terminating party from 
seeking all remedies otherwise available to it for breach of a representation, warranty, or covenant 
hereunder by the other party. 


11.2 Effect of Termination. Each party's right of termination under Section 1 1 .I is in addition to any other 
rights it may have under this Agreement or otherwise, and the exercise of such right of termination will 
not be an election of remedies. If this Agreement is ternhated pursuant to Section 1 1.1, all obligations 
of thc partics undcr this Agrccmcnt will tcrminatc and thc Dcposit will bc rcfundcd to Buycr, cxccpt 
that the obligations of the parties in this Section 1 1.2 and Sections 15 and 16 will survive, provided, 
however, that, if this Agreement is terminated because of a breach of this Agreement by the non- 
terminating party or because one or rnore ofthe conditions to the tenninating party's obligations under 
this Agreement is not satisfied as a result of the non-terminating party's failure to comply with its 
obligations under this Agreement, the terminating party's right to pursue all IegaI remedies will survive 
such termination unimpaired. 


12. ADDITIONAL COVENANTS. 


12.1 Taxes and Expenses. The parties shall each bear their respective direct and indirect expenses incurred 
in connection with the negotiation and preparation of this Agreement, the performance of its obligations 
hereunder and the consummation of the transactions contemplated hereby, whether consummated or 
noq provided, however, that all transfer, sales, use, excise, recording and similar Taxes, if any, arising 
in connection with the transaclions contemplated hereunder, shall be borne one halfby Seller and one 
halfby Buyer, whether such Taxes are imposed on Seller or Buyer. 


12.2 Retention of and Access to Records. After the Closing Date, Buyer shall retain for a period of six 
(6) years or such longer period required by applicable Law those records of Seller delivered to Buyer 
hereunder. Buyer also shall provide Seller and its Representatives reasonable access thereto, during 
nonnal business hours and on at least three days' prior written notice, to enable thein to prepare 
financial statements or tax returns or with respect to any tax audits. 


12.3 Seller's Employees. Buyer is not obligated to hire any employee of Seller but may interview any 
employee of Seller at any time following the Effective Date. Buyer will in good faith give Seller's 
employees priority in considerdtion (to the extent permitted by applicable Law) in the event Buyer has 
positions available for enlployment on or about the Closing Date. Employn~ent of Seller's personnel by 
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Buyer, if any, shall be in the sole discretion of Buyer in the exercise of its business judgment and on 
tcrms and conditions solcly dctcrmincd by Buycr. This Scction 12.3 should not bc construcd as making, 
and no provision of this Agreement shall make, Seller's employees third party beneficiaries to this 
Agreement. Buyer is not assuming any of Seller's employment Liabilities that have accrued. 


12.4 Further Assurances. The parties shall cooperdte reasonably with each other and with their respective 
Representatives in connection with any steps required to be taken as part of their respective obligations 
under this Agreement, and shall (a) furnish upon request to each other such hrther information; 
(b) execute and deliver to each other such other documents; and (c) do such other acts and things, in 
each case as the other party may reasonably request for the purpose of carrying out the intent of this 
Agreement and the Contemplated Transactions. 


12.5 Non Competition . In consideration for the purchase of the Assets, for a period of twelve (12) months 
following the Effective Date, neither AOL nor any subsidiary directly owned by AOL (including Seller) 
shall, directly or indirectly, anywhere in the United States, create or acquire an online, interactive 
subscription based music service substantially similar to the service currently provided to Subscribers 
by Seller (a " Competitive Service ") . AOL's performance under the Advertising Agreement, video 
offerings and AOL's current music offerings, including without limitation AOL's lntemet radio 
services but excluding specifically Seller's business, shall not constitute a breach of this Section 12.5. 
Notwithstanding anything to the contrary in this Section 12.5, (i) the accluisition by AOL andlor one or 
more of its subsidiaries of a business that provides a Conlpetitive Service shall not be deemed to violate 
this Scction 12.5 if thc principal purposc of such acquisition is not to circumvcnt thc provisions of this 
Section 12.5 and if the revenues of such Competitive Service constitute less than Forty Percent 
(40%) of the revenues of the business acquired and (ii) upon a change of control (as hereinafter defined) 
of AOL the provisions of this Section 12.5 shall be of no further force or effect. For purposes of this 
Section 12.5, "change of control" shall mean the sale or othcr disposition of morc than Forty Percent 
(40%) of the voting power of the applicable entity in a transaction or series of related transactions or the 
sale of all or substantially all of the assets of that entity, the principal purpose of which is not to 
circumvent ihe provisions of this Section 12.5. The parties agree thai a breach or threatened breach of 
any covenant set forth in this Section 12.5 could cause irreparable harm to Buyer, that such other 
party's remedies at Law upon any such brcach would be inadequate, and that, accordingly, upon any 
such breach or threatened breach Buyer may seek a restraining order or injunction or both against the 
breaching party without the necessity of posting a bond,.in addition to any other rights and remedies 
which are available to the other parties. The parties agree that the restrictions set forth in this Section 
are reasonable and appropriate and were determined in good faith through arm's length negotiation by 
the parties but that if a court of competent 
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jurisdiction finds this Section more restrictive than permitted by applicable law of any jurisdiction in which 
Buycr sccks cnforccmcnt hcrcof, this Scction will bc limitcd to thc cxtcnt rcquircd to pcrmit cnforccmcnt 
under such laws. For purposes of clarity, this Section 12.5 shall not apply to AOL's ultimate parent or such 
parent's other subsidiaries. Notwithstanding any provision herein to the contrary, for a period of twelve 
(12) months following the Effective Date, neither AOL nor its successor in  interest shall knowingly solicit 
via out-bound marketing, directly or indirectly, any Customer for a Competitive Service; provided 
however, that general advertising of a Competitive Service shall not constitute solicitation. 


13. SURVIVAL. 


All represenlalions and warranlies in Lhis Agreemenl shall survive Lhe Closing for a period or  [***I rollowing 
the Closing Date (" Survival Period "), except that the representations and warranties contained or made in Sections 
4.1,4.2,4.3,5.1 and 5.2 will instead continue until [***I as the same may be waived or extended; provided that if a 
claim has been asserted prior to the expiration of the applicable Survival Period, such claim will not be extinguished by 
the occurrence of the end of the applicable Survival Period and will sunrive until final resolution thereof. The 
covenants made in this Agreement shall survive indefinitely, other than those covenants to be perfomled between the 
Effective Date and Closing and except as otherwise provided in this Agreement. 


14. INDEMNIFICATION. 


14.1 Indemnification by the Seller. AOL and the Seller each agrees to indemnify, defend and hold harmless 
the Buyer and its directors, officers, agents, employees, representatives, attorneys, Affiliates and 
successors and assigns from and against any loss, liability, damage, cost or expense (including, without 
limitation, reasonable attorneys' and accountants' fees and expenses) arising out of or resulting from 
(a) each breach of the representations and warranties made by the Seller pursuant to this Agreement; 
@) each breach of the covenants or agreements made by the Seller and AOL pursuant to this 
Agreement, (c) the operation of, or any action or failure to act by the Seller with respect to, the Assets 
or the Music Now Service prior to the Closing Date and (d) any and all Retained Liabilities. Neither 
AOL nor the Seller will have liability (indemnification or otherwise) with respect to claims under this 
Section 14.1 until the total of all damages with respect to such matters exceeds [***I Dollars ($[***I) 
and then only for the amount by which such damages cxceeds [***I Dollars ($[***I) in the aggregate. 
The total amount of damages AOL and the Seller will be obligated to pay under Section 14.l(a) shall 
not exceed the Cash Purchase Price. However, in the event of any breach of any representation or 
warranty made by Seller, each materiality qualifier contained in such representation or warranty shall be 
deemed excluded solely for purposes of calculaling the exlent of losses subjecl Lo indemnily under Lhis 
Section 14.1. 
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14.2 Indemnification by the Buyer . The Buyer agrees to indemnify, defend and hold ham~less the Seller, 
AOL and thcir rcspcctivc dircctors, officers, agcnts, cmployccs, rcprcscntativcs, attomcys, Affiliatcs 
and successors and assigns, from and against any loss, liability, damage, cost or expense (including, 
without limitation, reasonable attorneys' and accountants' fees) arising out of or resulting from (a) each 
breach of the representations and warranties rnade by the Buyer pursuant to this Agreement, (b) each 
breach of the covenants or agreements made by the Buyer pursuant to this Agreement, (c) the operation 
of, or any action or failure to act by the Buyer with respect to the Assets after the Closing Date, or 
(d) any Assumed Liabilities. Seller shall have no liability (for indemnification or otherwise) with 
respect to claims under Section 14.2 until the total of all Damages with respect to such matters exceeds 
[***I dollars ($[***I) and then only for the amount by which such Damages exceed [***I dollars 
($[***I). The total amount of damages the Seller will be obligated to pay under Section 14.2(a) shall 
not exceed the Cash Purchase Price. 


14.3 Process. A party seeking indemnification under this Agreement shall give the party from whom 
indemnification is sought reasonably prompt notice of the relevant claim. With respect to any such 
claims that are third party claims, (a) the indemnifying party will have Fourteen (14) days after receipt 
of such notice to notify the indemnifying party whether or not it desires to defend the indemnified party 
(with counsel reasonably acceptable to the indemnified party), @) if the indemnifying party does not 
promptly commence and maintain the defense of such claims, the indemnified party will have the right 
to control any defense or settlement, at the expense of the indemnifying party, subject to the limitations 
hereunder, (c) if the indemnifying party does promptly commence and maintain the defense of such 
claims, the indemnifying party shall control the defense of such claim and the indemnified party shall 
have the right to participate in the proceeding at its own expense, and (d) no claim will be settled or 
compromised without the prior written consent of each party to be affected by such settlement or 
compromise, which consent will not be unreasonably withheld or delayed. 


14.4 Exclusive Remedy. The indemnification provided in this section shall be the sole and exclusive 
remedy from and after the Closing for damages for any indemnity claim, except as provided in 
Section 16.13. 


15. CONFIDENTIALITY. 


15.1 Confidential Information. "Confidential Infbrrnation" shall mean any information or compilation of 
information that is proprietary to the parlies and which relates to their existing or reasonably foreseeable 
business, including, but not limited to, trade secrets and information contained in or relating to product 
designs, processes, techniques, software, tooling, sales techniques, marketing plans or proposals 
cxisting or potcntial custorncr lists and all othcr custorncr information. Confidcntial Information also 
shall include the terms of this Agreement and the Advertising Agreement. Confidential Information 
shall not 
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include information which (a) is or becomes publicly available other than as a result of any breach of a 
confidcntiality obligation, (b) is rightfully rcccivcd from a third party and not dcrivcd dircctly or 
indirectly from any breach of a confidentiality obligation, or (c) is independently developed by the 
parties without any reference to any such Confidential Information. All information that either party 
hereto identifies as being "confidential" or a "trade secret" shall he presumed to be Confidential 
Information. 


15.2 Duty to Maintain Confidentiality . Each party acknowledges that Confidential Information may be 
disclosed to the other party during the course of this Agreement. Each party agrees that, during the term 
of this Agreement and the Advertising Agreement and for a period of two years following expiration or 
termination of this Agreement, it will take reasonable steps, at least substantially equivalent to the steps 
it takcs to protcct its own proprietary information, to (a) prcvcnt usc ofthc othcr party's Confidcntial 
Information for any purpose other than to carry out its rights and obligations hereunder, and (b) prevent 
the disclosure of the other party's Confidential Information, other than to its employees or 
Representatives who must have access to such Confidential Information for such party to exercise its 
rights and perform its obligations hereunder and who each agree to be bound by agreements with a duty 
of confidentiality no less protective of confidential information than provided herein. 


15.3 Post-Closing. From and after the Closing, (a) this Article 15 shall not in any way limit Buyer with 
respect to the Assets or any Confidential Information included therein, and @) for a period of two years, 
Seller shall keep strictly confidential all Confidential Infomlation relating to or included in the Assets. 


16. GENERAL PROVISIOYS. 


16.1 Expenses . Each party hereto shall pay its respective expenses and costs incident to the preparation, 
negotiation, execution and performance of this Agreement. 


16.2 Public Announcements. Neithcr party will make any public statements regarding the existence of this 
Agreement nor the relationship described herein, without the prior written consent of the other party, 
which consent shall not be unreasonably withheld, except as required by Law or as otherwise provided 
for herein. To the extent required by Law to make any such public statements, the party required to 
make such statements will use commercially reasonable efforts to provide such statement to the other 
parly for prior review and comment. 


16.3 Notices. All notices, consents, waivers and other communications required or permitted by this 
Agreement shall be in writing and shall be deemed given to a party when (a) delivered to the 
appropriate address by hand or by nationally recognized overnight courier service (costs prepaid); or 
(b) received or refused by the addressee, if sent by certified mail, retum receipt requested, in each case 
to the 
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following addresses and marked to the attention of the person (by name or title) designated below (or to 
such othcr addrcss, facsimilc numbcr, c-mail addrcss or pcrson as a party may dcsignatc by noticc to thc 
other parties): 


If to Buyer: 


Napster, LLC 
9044 Melrose Ave. 
Los Angeles, CA 90069 
Attn: General Counsel 


Iftu Seller: 


AOL Music Now LLC 
22000AOL Way 
Dulles, Virginia 20166 
Attn: Deputy General Counsel 


With a copy to: 


AOL LLC 
22000AOL Way 
Dulles, Virginia 201 66 
Attn: Deputy General Counsel 


16.4 Governing Law; Jurisdiction; Service of Process. This Agreement and all exhibits, schedules and 
documents delivered pursuant to this Agreement will be governed by and construed under the laws of 
thc Comrnonwcalth of Virginia without rcgard to conflicts-of-laws principlcs that would rcquirc thc 
application of any other law. Any Proceeding arising out of or relating to this Agreement or any 
Contemplated Transaction may be brought in the courts of the Commonwealth of Virginia, Fairfax 
County or, if it has or can acquire jurisdiction, in the United States District Court for the Eastern 
District of Virginia, and each of the parties irrevocably submits to the jurisdiction of each such court in 
any such Proceeding, and waives any objection it may now or hereafter have to venue or to convenience 
of forum. THE PARTIES AGREE THAT EITHER OR BOTH OF THEM MAY FILE A COPY OF 
THIS PARAGRAPH WITH ANY COURT AS WRITTEN EVIDENCE OF THE KNOWING, 
VOLUNTARY AND BARGAINED AGREEMENT BETWEEN THE PARTIES IRREVOCABLY TO 
WAlVE ANY OBJECTlONS TO VENUE OR TO CONVENlENCE OF FORUM. Process in any 
Proceeding referred to in the first sentence of this section may be served on any party anywhere in the 
world. 


16.5 Waiver; Remedies Cumulative. No waiver by either party hereto of any condition or of any breach of 
any term, covenant, representation or warranty 
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contained in this Agreement shall be deemed or construed as a further or continuing waiver of such 
condition or brcach or waivcr of any othcr or subscqucnt condition or thc brcach of any othcr tcrm, 
covenant, representation or warranty contained in this Agreement. 


16.6 Entire Agreement and Modification. This Agreement and all exhibits, schedules and documents 
delivered pursuant to this Agreement constitute the entire agreement between the parties hereto with 
respect to the subject matter hereof and supersedes all prior agreements and understandings, oral and 
written, between the parties with respect to the subject matter of this Agreement. This Agreement may 
only be amended, supplemented or modified by written instrument executed by the parties to this 
Agreement. 


16.7 Assignments, Successors and No Third-Party Rights. No party [nay assign any of its rights or 
delegate any of its obligations under this Agreement without the prior written consent of the other 
parties; provided, Buyer may assign this Agreement to an Affiliate of Buyer or to a third party prior to 
Closing with Seller's prior written consent, which will not be unreasonably withheld. Subject to the 
preceding sentence, this Agreement will apply to, be binding in all respects upon and inure to the 
benefit of the successors and permitted assigns of the parties. Except as provided in Section 14.1 or 
14.2, nothing expressed or referred to in this Agreement will be construed to give any Person other than 
the parties to this Agreement any legal or equitable right, remedy or claim under or with respect to this 
Agreement or any provision ofthis Agreement, except such rights as shall inure to a successor or 
permitted assignee pursuant to this Section 16.7. 


16.8 Binding Agreement. This Agreement shall be binding upon and inure to the benefit of the parties 
hereto, their respective successors, heirs and permitted assigns. 


16.9 Severability. If any provision of this Agreement is determined to be illegal or unenforceable, such 
provision will be deemed amended to the extent necessary to conform to applicable law or, if it cannot 
be so amended without materially altering the intention of the parties, it will be deemed stricken and the 
rcmainder of the Agreement will remain in full force and effcct. 


16.10 Construction. The section and article headings contained in this Agreement are for reference purposes 
only and shall not affect the interpretation of this Agreement. Any rule of construction or interpretation 
ohenvise requiring Lhis Agreement Lo be conslrued or interpreted against any party shall no1 apply to 
any construction or interpretation hereof. 


16.11 Time of Essence. With regard to all dates and time periods set forth or referred to in this Agreement, 
time is of the essence. 
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16.1 2 Execution of Agreement. This Agreement nzay be executed sinlultaneously in two or more 
counterparts, cach of which shall bc dccmcd an original, but all of which togcthcr shall constitutc thc 
same Agreement. Signatures of the parties transmitted by facsimile shall be deemed to be their original 
signatures for all purposes. 


16.13 Remedies. Each party hereto acknowledges that irreparable damage would result if this Agreement is 
not specifically enforced. Therefore, the rights and obligations of the parties under the Agreement, 
including, without limitation, their respective rights and obligations to sell and purchase the Assets and 
comply with the covenants set forth in this Agreement, shall be enforceable by a decree of specific 
performance issued by any court of competent jurisdiction, and appropriate injunctive relief may be 
applied for and granted in connection therewith. Each party hereto agrees that nlonetary damages would 
not bc adcquatc cornpcnsation for any loss incurrcd by rcason of a brcach by it of thc provisions of this 
Agreement relating to the Closing and hereby agrees to waive the defense that a remedy at law would 
be adequate in any action for specific performance or injunctive relief hereunder. 


IN WITNESS WHEREOF, the parties have executed this Agreement as of the date first written above. 


NAPSTER, LLC AOL MUSIC NOW LLC: 


By: Is/ Laura B. Goldbere By: :sf Gary Cohen 


Print Name: Laura B. Goldbey Print Name: Gary Cohen 


Title: Chief Overating Officer Title: GMNice President 


Date: 111 1/07 Date: 1 /I 1/07 


AOL LLC: (for purposes of Section 12.5,14.1 and 14.3 
only) 


By: /sf Stephen Swad 


Print Name: Stephen Swad 


Title: CFO 


Date: January 1 1.2007 
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EXHIBITS: 


EXHIBIT A - TUNSITION PLAN* 


EXHIBIT B - SAMPLE ASSIGNMENT AND ASSUMPTION AGREEMENT* 


EXHIBIT C - AUVEKTISING AGKEBMENT 


EXHIBIT D - MUSIC LICENSE AGREEMENTS* 


EXHIBIT E-1 - SUBSCRIBER CONTRACT* 


EXHTRTT E-2 - AOL MUSIC: NOW PRIVACY POLICY* 


EXHIBIT F - DlSCLOSURE STATEMENTS* 


* EXHIBIT INTENTIONALLY OMITTED FROM THIS FILING. NAPSTER, INC. AGREES TO FURNISH 
SUPPLEMENTALLY TO THE SEC, UPON REQUEST, A COPY OF THIS OMITTED EXHIBIT. 
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EXHIBIT C 


ADVERTISING AGREEMENT 
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I AOL ADVERTISING INSERTION ORDER I 
Contract #: 
AOL Salesperson: 
Sales Coordinator: 
Sales Planner: 
Effective Date: 
Crcdit Approval Rcccivcd: 


WHEREAS, Advertiser wishes to purchase certain Advertising placements &om AOL and pay AOL Cor certain subscribers to advertiser's 
online music subscription service; 


NOW, THEREFORE, for good and valuable consideration Advertiser and AOL hereby agree to the following: 


Payment Schedule : 


Pursuant lo [his Inserlion Order Advertiser shall pay AOL a lola1 paymenl of [***I Dollars ($[***I) ([he " Purchase Price "), payable as 
follows: [***I Dollars ($[***I) payable to AOL within one (1) business day of the date of execution of this Insertion Order and [***I 
Dollars ($[***I) on June 1,2007. 


All amounts not paid when due and payable will bear interest Crom the due date at the prime rate in effect at such time. All payments 
required hereunder shall be paid in immediately available, non-refundable U.S. funds wired to the "America Online" account, Account 
Number [***I. In the event of any questions regarding a payment made (or expected to be made) by Advertiser to AOL. AOL may contact 
Willian~ Growney, General Counsel at 310-281-5000,9044 Melrose Ave, Los Angeles, CA 90069. In the event of nonpayment, AOL 
reserves the right to immediately terminate this AOL Advertising Insertion Order Agreement (the " Insertion Order ") with written notice to 
Advertiser, provided that such termination shall not excuse AOL from providing impressions [hat have already been paid tbr by Advertiser. 
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1. Site and Products . The ~ P I U R L  address to be connected to the Advertisement shall be: http://www.napster.comiaoI (the " 
Advertiser Site '3. The products and/or services to be offered or promoted by Advertiser in the Advertisements are as follows: Paid music 
subscription sentices designed to provide consumers in the United States with unlimited, high fidelity, access to over 3,000,000 tracks. 
Subscribers receive unlimited access to CU-quality music on multiple computers and have access to over 50 interactive radio stations, 
extensive community features, message boards, historical Billboard chart information and enhanced programming. In addition, subscribers can 
transfer an unlimited amount of music from Napster to their choice of compatible MP3 players for the entire term of their subscription without 
having to purchase individual tracks and albums. In addition, all subscribers have access to community features, such as the ability to send song 
links to friends and subscribers can browse other subscriber;' published collections. In addition customers can purchase individual tracks or 
albums. These tracks can be "burned" to a CD or transferred to an MP3 player. Napster's United States catalogue of available music covers all 
of the major music companies, including EM1 Recorded Music, Sony BMG, Universal Music Group and Warner Music Group, as well as 
numerous independent labels. (the "Advertiser Products"). The Camage Plan for the agreed upon placements is attached hereto on Exhibit A . 
The Launch Date will be the first business day following the Notice Period as such term is defined under the Asset Purchase Agreement or 
such earlier date as the co-branded landing page described in Section 4 helow is t int  commercially available to potential subscribers. 


AOL Integrated Placements 
Additional Placements 


2. Impressions Commitment . Any guarantees are to impressions (as measured by AOL in accordance with its standard methodologies and 
protocols). not 'Lclick-throughs" or conversions. In the event there is (or will be in AOL's reasonable judgment) a shortfall in impressions 
less than [***I percent ([***I %) of the Total Guaranteed Tmpressions as of the end of the display period as set forth in Exhibit A (a " 
Shortfall "), such Shortfall shall not be considered a breach of  this lnsertion Order by AOL; instead, AOL will provide Advertiser, as its 
sole remedy, with additional or comparable (in value) "makegood" impressions across the AOL Network up to [***I percent ([***I %) of 
the Total Guardnteed Impressions within three months of the end of the term. To the extent impressions commitments are identified 
without regard to specific placements, such placements will be as mutually agreed upon by AOL and Advertiser during the course of the 
display period. AOL reserves the right to alter ~dver t iser  flight dates to accommodate trafficking needs or other operational needs. In such 
cases, AOL will make available to Advertism reasonably equivalent flight(s). In the event that no makegood impressions are available, 
Advertiser shall be entitled to a pro mta refund of its fees for any underdelivery. 


Total Price 
$ ***I 
$[***I 


3. Interration Assistance . Advertiser agrees to work in good faith with AOL to evaluate opportunities to integrate AIM and other AOL 
products and services that the parties believe will improve the product experience for users oCAdvertism's service. The Parties agree to 
evaluate the screenname service within reason periodically after the execution date. If Advertiser decides to add third party instant 
messaging functionality into the Advertiser Products, then Adwertiser will provide XOL with the first opportunity to include AIM in the 
Advertiser Product. From time to time, AOL may elect in its reasonable discretion to provide additional placements for Advertiser in 
prominent locations across the AOL Network In addition, the parties will discuss additional co-marketing opporhlnitizs througho~~t the 
term of the Agreement that would mutually benetit both Parties. 


Total Impressions 
I*** 


SEE EXHIBIT F 


4. Advertiser Artwork and URL. In the event that all necessary artwork and active URL's are not provided to AOL in the manner specified 
at ~~~ww.advisor.aol.com at least three (3) business days prior to the display start date (as set forth in Exhibit A ), all Impressions to the 
relevant advertising inventory tiom and atter the display start date shall count toward the Total Impressions and Advertiser shall remain 
liable for all payments hereunder notwithstanding AOL's inability to display the Advertisement. Advertiser agrees to design a co-branded 
landing page similar to Advertiser's standard, generally available landing page. Advertiser agrees to use such page unless Advertiser can 
demonstrate that such co-branded page is having a negative impact on the rate at which users are registering for a free trial of the 
Advertiser's Product. The parties shall enter into a Trademark License Agreement in the form attached to the Asset Purchase Agreement. 


5. Suhscriher Bounty. Advertiser shall pay AOL, on a monthly basis (following the close of the month in which a trial subscription occurs), 
a fee of [***] Dollars ($[***I) (the '' Subscri~tion Bounty ") per every individual trial subscription (including any free trial subscriptions) 
over [***I ([***I) (the " Subscription Bounty Threshold '') received by Advertiser from AOL for Advertiser's online music subscription 
service during the Initial Term. The same Subscription Bounty Threshold would apply in the Renewal Term. For purposes orclarification, 
a subscription would be satisfied when a user signs up for a free trial. Bounties acquired through the AOL Performance Network will count 
toward the Subscription Bounty Threshold as well as the renewal threshold of [***I per Section 7 below. 
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6. Latency Conversion . Advertiser will also pay to AOL a Bounty for all Latency Conversions. A "Latency Conversion" shall mean the 
serving of a tracking mmhanis~n to an AOL User du~ilig a visit to the Advertiser Landing Page not initiated by clicking tlirougb an AOL 
Integrated Placement or Additional Placement (each a "Promotion"), where such visit occurred within a certain number of days (the 
"Latency Window") after such AOL User was exposed to a Promotion. Advertiser shall pay AOL a Bounty for One Hundred percent 
(100%) of the number of New Subscribers arising ko~om Latency Conversio~ls that occur withiu (i) seven (7) days of initial clicking through 
an AOL Integrated Placement or (ii) thirty (30) days of initial clicking through an Additional Placement. Subject to AOL's review and 
approval, the Parties shall agree on a tracking mechanism sufficient to track the AOL Users who enter the Advertiser Landing Page to 
determine which have become New Subscribers. In the event that such tracking involves the use of cookies. Advertiser agrees to comply 
with the following requirements. Advertiser will serve cookies on a non-personally identifiable hasis on the Adverti~er Landing Page (but 
not on the AOL Network such as in any Promotion) to all visitors to the Advertiser Landing Page for the purpose ofcompliance with this 
Agreement; provided that Advertiser and the Advertiser Landing Page shall at all times (i) comply with all applicable privacy and use of 
data laws, rules and regulations, and any applicable privacy policies, (ii) use the data collected via the cookie to perform its obligations 
herein, for assigning customer-IDS in support of  the Advertiser normal website operation, and for no other reason, (iii) not disclose such 
data to any third party, and (iv) prominently post a privacy policy on the Advertiser Site providing adequate notice to visitors that such n 
cookie may be served and how such data may be used. Upon request from AOL, Advertiser shall cease to serve cookies; or, AOL shall be 
entitled to immediately terminate this Insertion Order without penalty. Notwithstanding the foregoing, such use of "cookie" technology in 
the Promotions or the Advertiser Landing Page shall not include the following activities: (i) the collection ofAOL User navigational data, 
or the aggregation, co-mingling or any other combination of  data for or about AOL Users with data from other sites for the purpose of 
building profiles of AOL Users (regardless of whether such profiles were created outside of the AOL Network), or for use in online 
preference marketing to AOL Users; (ii) aggregation, use or disclosure of navigational data obtained through the use of  such technology; 
(iii) disclosure of or association with any personally identifiable information of an AOL User; (iv) use or conducting of survey-based 
research without the prior written approval of AOL; and (v) redirecrion of data or other information. 


7. Term and Territory.  Unless earlier terminated as set forth herein, the term of this agreement will be one year from the Launch Date (the 
'' Initial Term "). Subject to Section 15 below, the Initial Term will automatically extend for a period of one year (the "Renewal Term ," 
and together with the Initial Term, the" --") if Subscriber Bounty of  [***I is reached within the Initial Term. The Renewal Term, as 
applicable, shall be upon the same terms and conditions as set forth in this Insertion Order. Temtory is the United States of America. 


8. Exclusivitv . Excluding Apple's iTunes , throughout the Term, Advertiser will be the exclusive integrated Advertiser providing an online 
music subscription service within the AOL Music Channel located at www.music.aol.com (e.g. this does not include non-integrated banner 
advertisements). 


9. AOL Reporting. AOL will track impressions in accordance with its standard methodologies. Notwithstanding any other provision on 
reporting in this Insertion Order, AOL shall deliver to Advertiser a report on a monthly basis showing the number of Impressions (by 
Placement) delivered and the number of click-throughs achieved on a daily or weekly basis (within thirty (30) days following the end of  
the month showing for such month the number of  impressions by Placement) based on AOL's standard methodologies. . 


10. Advertiser Reporting. Advertiser will provide AOL with a monthly written report within thirty (30) days following the end of the month 
showing for such month the number of registrations of subscribers for Advertiser's online music subscription service by specific 
Placement. Upon AOL's request, Advertiser will provide AOL with reporting broken out on a daily or weekly basis with the above 
mentioned details. 


11. Behavioral T a r e e t i n ~  . Advertiser will assist AOL with Behavioral Targeting efforts on its landing page under the specifications outlined 
in Exhibit D herein. 


12. Audit Rights . AOL will have the right, not more than once per 12-month period, upon at least ten (10) days prior written notice to 
Advertiser, to have a nationally recognized independent accounting firm reasonably acceptable to Advertiser inspect Advertiser's 
nppticable records to confirm that the payments made pursuant to this Agreement are accurate, provided that such inspection will not 
unreasonably interfere with the business operations of Partner, shall be at the physical oflices of Advertiser or its agents, and shall be 
during normal business hours and subject to customary confidentiality obligations. Advertiser shall receive a copy of such accounting 
firm's report concurrently with AOL. AOL will bear the expense of any audit conducted pursuant to this Section 9 unless such audit shows 
an error in AOL's favor amounting to a deficiency to AOL in excess of [***I percent ([***I?&) of the actual amounts paid andior payable 
to AOL hereunder, in which event Advertiser will bear the reasonable expenses of the audit. Advertiser or AOL, as applicable, will pay the 
other the amount of any underpayment or overpayment, as applicable, within fourteen (14) days following completion ofany such audit. 
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13. AOL Right to Redesign . AOL will be solely responsible for the design, organization, structure, specifications, look and feel, navigation 


and maintenance of ilir AOL Nelwork. AOL I-rserves the right, at anytime, to redesign or  ~nodiry the organization, structure, specifications, 
"look and feel," navigation, guidelines and other elements of the AOL Network. In the event such modifications materially and adversely 
affect any specific Placement, or if AOL is unable to deliver any particular Placement for any other reason, AOL will provide Partner 
pron~otional placements con~parable in value to that of the placement in the screenshots in Exhibit E , and will work with Partner to 
determine such comparable placements. In the event that no promotional placements of comparable value are available, Advertiser shall be 
entitled to a pro rata refund of its fees for any underdelivery. 


14. Change of Control. AOL, in its sole discretion. may terminate this Agreement within 30 days after Advertiser delivers notice of a change 
of control of .Advertiser involving any of the following AOL competitors: [***I (or any of their affiliates and/or subsidiaries). In the event 
that AOL exercises this termination right, AOL will be entitled to retain a pro rata portion of the fees for the placements for three 
(3) months following AOL's delivery of a termination notice. provided, however, that AOL will maintain the promotional links and 
placements until the earlier of (i) the end of the 90 day period following AOL's delivery of the termination notice or (ii) the date on which 
such change of control transaction closes. Further, if Napster is acquired by an entity not specifically named above, AOL will have the 
right to terminate this agreement at the end of the Initial Term regardless of whether the Term would otherwise automatically renew. 
Lastly, if AOL is subject to a change ofcontrol, either party will have the right to terminate this agreement at the end of the Initial Term 
regardless of whether the Term would otherwise automatically renew. 


15. Oualitv of ServicelBest of Breed. Advertiser will continue to operate its online music distribution service in the ordinary course and 
consistent with Advertisers' past practices. Advertiser will not materially degrade the quality of such service, provided that the removal of 
any tier of service, the combination of multiple existing tiers or the removal or addition of one or more particular features or functions will 
not constitute a degradation of service unless the overall service is materially degraded. In the event that this is not the case after the 
applicable period, AOL and Advertiser will meet and discuss remedies. If after 30 days from such meeting the issues ha\~e not been 
addressed to AOL's satisfaction in AOL's sole discretion, then AOL will have a right to terminate the Agreement. In the event of any such 
termination AOL will refund to Advertiser the pro-mta portion of payments attributable to the impressions not delivered. 


16. Miscellaneous . By entering into this agreement, the parties are not in any manner precluded from entering into any separate advertising 
agreements not related to this Insertion Order. 


17. Standard Tcrms and Conditions. This Insertion Order incorporates by reference the additional terms and conditions set forth on any and 
all Exhibits attached hel-eto (the "Additional Terms "). To the extent that there exist any inconsistencies between the terms in the I 0  and 
the terms and conditions in Exhibit C, the terms ofthe I 0  shall govern. 
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AUTHORIZED SIGNATURES 


In order to bind the parties to this Insenion Order, their duly authorized representatives have signed their names below on the dates indicated. 
This Insertion Order (inch~ding the Additional Terms) shall be binding on both parties when signed on behalf of each party and delivered to the 
other party (which delivery may be accomplished by facsimile transmission of the signature pages hereto). 


AOL LLC ADVERTISER 


By: By: 


Print Name: Print Name: 


Title: Title: 


Date: Date: 


ADDITIONAL TERMS: 


Exhibit A - Carriage Plan 
Exhibit B - Additional Operational Terms 
Exhibit C - Standard Terms and Conditions 
Exhibit D - Behavioral Targeting 
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EXHIBIT A 
Carriaze Plan 


I Totals: [***I $[,**I 
In addition to the above, the parties agree that Exhibit F shall be incorporated herein by reference. 


Proposal Name: 
Advertiser: 
Proposal ID: 
Version #: 


Napster Integrated Music Campaign 2007 


NAPSTER 
62651 


I Total Amount: 


Total CPRl Amount: 


Flat Fee Amount: 


Other/Offline Amount: 


3 I SubTotal: 
$[***I 


$-*** 
$-***- 


$:***I 
$I***_ 


~ A a l  cbn 
$[***I 


$[***I 


$[***I 


$[***I 


$[***I 


$["**I 


$[***I 


$["**I 


Agency Commission: $[***I 


Imps Purchased: 


Imps Based Blended CPM: 


All Prices Shown Are 


ID' 


22864 


23082 


23084 


23085 


23086 


23087 


23088 


23089 


[***I 
$ *** 


[***] 
Agency Commission %: + + * 01~ 


onanti& 


[***I 


[***I 


[***I 


[***I 


[***I 


["*I 


[***I 


[***I 


~ r o d d c ~ ~ a r k a ~ e  " ' . 
* j. - , 


NAS-ENTERTAMMENT-Music- 
Custom-Napster - Music Main(Text) 


NAS-ENTERTAMMENT-Music- 
Custom-Napster - V~deo Player (Text) 


NAS-ENTERTAMMENT-Music- 
Custom-Napster - Artist M a ~ n  (Text) 


NAS-ENTERTAMMENT-Music- 
Custom-Napster -&A Album Detail 
Page(Text) 


NAS-ENTERTAMMENT-Music- 
Custom-Napster -Commerce Drawer 
(Text) 


NAS-ENTERTAMMENT-Mnsic- 
Custom-Napster - CD Listen~ng 
Party Page (Text) 


NAS-ENTERTAINMENT- 
Franchise Top 
11 Show -Custom- Napster (Text) 


NAS-ENTERTAINMENT-Radio & 
Podcasting -Custom-Napster (Text) 


~ a l &  ~ y p e  I , .  


Paid Media 


Paid Media 


Paid Media 


Paid Media 


Paid Media 


Paid Media 


Pa~d  Media 


Pald Medla 


Cost - 
CPM 


CPM 


CPM 


CPM 


CPM 


CPM 


CPM 


CPM 


~ r t ~ b e  


Interstitial 


Interstitial 


Interstitial 


Inte~xtitial 


Intentitial 


Interstitial 


Interstitial 


Interstitial 


Rate 


$[** *] 


$[***I 


$[***I 


$[***I 


$[***I 


$[***I 


$[***I 


$[***I 


s t a r t   at: 
01/01/07 


01/01/07 


01/01/07 


01/01/07 


01/01/07 


01/01/07 


01/01/07 


01/01/07 


~ i d ~ a t e  


1213 1/07 


12/31/07 


1213 1/07 


12/31/07 


1213 1/07 


12/31/07 


1213 1/07 


12/31/07 
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EXHIBIT B 
Additional Operational Terms 


1. Advcrtiscr Site Infiastructr~rc . Advcrtiscr will be rcsponsiblc for all 
communications, hosting and connecti\ity costs m d  expenses assacded with the 
Adveniser Site. Actvertiser will pmvide all hardware. sotiware, telecommunicatinns lines 
and olher inkastructure necessary to meet traffic demands on the Advertiser Site from 
thc AOL Nctwork. Ad\cniscr will dcsign and implement Ihc inf3astmcmrc and nctwork 
between the AOL Scrvice and Advertiser Site such that (i) M single component hilure 
will have a materially adverse impact on AOL Members seeking to reach the Adveniser 
Sire from the AOL Network and (ii) sufficient bandwidth is maintained to handle 
sustained load and regular spikcs in b a f f ~ .  In the e ~ n t  that Advcrtiscr elects to create a 
a s t o m  venion of the Advertiser Sile in order to comply with the terns of this Insertion 
Order, Advertiser will hear reqpnnrihility lor all arpects nf the irnplemenhtinn. 
management and cost of such customized six. 


2. Optimization: Speed . Advertiser will use commercinlly reasonable eEorts to ensure 
that the Advertiser Site is designed and populated in a manner that minimizes delays 
when AOL Membcrs attempt to access such site. Prior lo commercial launch of any 
rnatnial promo6orc. Jexribed hcrrin, Advmiscr will pcnait AOL to conduct 
performunce testing of the Advertiser Site (in penon or through remote 
communications). 


3. M. Advertiser will utilize ["*I to provide a secure entimnment for 
conducting transactions and;or transfcning privatc mcrubcr information (e.g credit card 
numbers, bankiidfinulcial information, and member addrzss information) to and from 
the Advertiser Sile. 


4. Technical Performance. 


i. .4dve11iser will design thc Advertiser Sile to support the AOL-clicnt embeddcd 
versions of the Microsoft Intwet  Explorer 5.jX and 6.XX browsers [***I. 
ii. To the extent Advcrtiser creates customized pages on the Adveniser Site f o ~  
AOL Mcmbns, Adrcdscr will dcvclop and cmploy amethodolagy to detect AOL 
Membm (["'I)." 
... 
111. Advcrtiscr will periodically review the kchnical information made availablc by 
AOL at  http:/iutebmastcr.info.aol.com . 
iv. Advertiscr nclmowlcdges that AOL employs host and client-side cachhg 
technologies to improvc end-user performance. Advcrtiscr further acknowledges that 
thesc technologies are conholled through the usc of indusuy-standard HlTP vcrsion 1.0 
and vcrsion 1 .I hcadcrs triu~s~uitted by the origiu scrvcr whicll is u~lder Adveltisw's 
wnhol. Complete infum;llion abuui these protocols cun bc found in WC 1945 and RFC 
2616, and details about 40L's implementation of hose protocols c a ~ b c  found at 
htl~://webmaster info.aol.com . 


v. Prior to relasing materi;ll. new functionality or fralures though the Advertiser Sile 
('New Funclionalit).'). Advertiser will use commrrcially rrasonable eITons lo ti) lesl thr 
Ncw Functionality to confrm its con~patibility with AOL Scrvicc client sofhvarc and 
(iij pmvide AOL with written notice of the New Functio;lality so that AOL can perform 
tests of the New Functionality to confirm irs compatibility wilh lhe AOL Serviceclient 
software. Should any new material, new funclionalily or fcatures bou!& rhe Advertiser 
Silc bc rrleascd without notification to AOL, AOL will not be rcsponsiblc for any 
adverse member experience until such time thal compatibiliry tests can be performed and 
the neur material, ti~nctinnality or feahlres q~talified fnr the AOI. Sewice. 


5. AOL lntmct Scr\.ict-j Advmircr S U D D U ~ I .  AOL will pruvidc Advcrtiscr wih 
nccess !n the standard online resources, smdnrds and guidelines documenlrrtion, 
technical phone suppan, monitoring and after-hours assislance that 4 0 L  makes 
generally available to similarly situated web-based parmers. AOL support will not in 
any case, bc i~ivolvcd with content ucation on behalf of.4dvertiser or support for any 
technologies, datnbnses, sofhvnre or other npplications which ore not supported by AOL 
or are related to any Advertiser area other than the Adveniser Site. Support to be 
provided by AOL is cmtingent on Advertiser providing to AOL demo account 
infomiation (whcrc applicablc), adetailed dcscn'ption of thc Advcniscr Site's software: 
hardwareand network archikcture w d  access to thc Advertiser Site for purposes of such 
perfbrmance terting as AOl. elects In conduct. 
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EXHlBlT C 
Standard Terms and Conditions 


INote: Many deletions are due to inconsistency with 
terms ofinsertion order1 


1. DispIa); nl' Advertising Material. Adverticermay not resell, trade, exchange. 
barter or broker to any third party any advenising space which is h e  subject of this 
Inscrtion Ordcr. 


2. License Advertiser agrees that AOL has the right to market, display. reproduce 
(including compression and temporary storage ru necessary for the stzndard operation of 
the AOL Network). disrribute, pcrfonn. transmit and promote the Advcnisemcnts. 


3. Advertiser Content. The Advertisements shall link only to tbe URL specifisd in 
the Insertion Order. Neither the Advertisements nor an)' materials or content on any 
inlrrdctibe ~ i l e  l inkd  to Ihe Advcrtisrrnmts shall dispardge AOL ur prumutc an) AOL 
Competitors listed in Section 14 of this Apeemml other Ihnn through the purchnse by 
such AOL Competitors of barner advertisements on the Advertised Products in the 
ordinary course ofAdverti;er's business. The Advertisements shall comply with AOL's 
privacy plicics, teruls of service, gcncrally apylicablc advertising studards and 
prnctices, nnd all other standud, witten policies for the npplicnble Desipnted Service 
(s), as such may be modified by AOL tiom rime lo time. Advertiser hereby represents 
and warrants that (a) it possesses all aulhorizations, approvals, consents, licenses, 
~ r m i t s ,  celtificates or olllcr rights and ycrmissio~ls ncccssary to offcr, scll oo- liccusc llle 
products nnd services offered, sold or licensed by or through the Advenisemen~s; nnd 
@) the Advertisemats will not violatc any applicable law, regulation or third-party right 
(including, without limitation, any copyright, uademark, patent or other proprietary 
right). Advcrtiscr also warrants that a rcaso~ablc basis exists for all pmduct or s m ~ i c e  
performmce or  wmpyison clnims appearing through .he Advertisements. In no event 
shall the Advertisemenls state or imply that AOL endorses Advertiser's products or 
services. To the ement 4 0 L  notifies Advertiser of reasonable complaints or concerns 
(c.g. from a user of the AOL Network (an "AOL Uscr")) regarding thc Advcrtiscr 
Content or any other conrent or materials linked there10 or associated themwith 
("Ohjectinnahle (:ontent"), Advertiwr shall, tn theextent n ~ c h  Ohjectinnahle (:nntent is 
wilhin Adveniser's conrrol. use commercially reasonable efforts to respond in good faith 
to such complaints or conccms, providcd thcrc is no obligation to rcmovc ary such 
Objectionable ContenL Advertiser shall b!ce 


all steps necessary to ensure lhal my conlest, sweepsrakes or similar promolion 
wnducted or promoted through the .4dver!iscmena complies with all applicable federal. 
state and local laws and regulations. 


4. Operations. Adveniser shall ensure that the Advertisements and h e  Advertiser 
Content arz in cmpliance withA0L.s thencurrent, generally applicable technical 
sundud, Tur Ihc Dcsipatcd Srrvicr(s). In the rvcnl that Lhr Advertiw~nents Lils tu 
comply with AOL's genernlly npplicnble technical sinndnrds for the D e s i g ~ t e d  Senice, 
AOL shall havc h e  right to cease or decrease the placement of the Advertisements, and 
if Advertiser is unable lo cure such non-compliance within five business days aflcr 
notice Gum AOL. AOL shall havc the right to tmninak this Insertion Ordn  and rerund 
to Adveniser fees paid lo date on a pmmtn basis for any impressions ha t  were not 
delivered. Additionally, AOL will be entitled to discontinue the Advenisements ro the 
extent such Ahenisements or the Advertiser Content will, in AOL's good faith 
judgment, adverxly afftit the operatio~ls of thc AOL Network. 


5. Third-Party Ad Serving. In the evett hat  Advertiser elects to serve the 
Advertisements through a third-party ad serving system. such election shall be subject lo 
the following rcqukmmtn: (a) Advrniscr shall elccl solely frorn alnung Lhc thud palGrs 
which then nppear on AOL's nppro~~ed third-pnrty d server lisl, (b) Advertiser shall 
comply with all reasonable requirements set by AOL for the use of a third-party ad 
serving system. (cj hdvertivr shall ensure that its chosen third-pa* ad serva complies 
wilh all rnwnrblc rrqukrnmts wt by AOL Cur lhc srrvingofAdvrrtisnntmls inb  the 
AOL Network, provided thnt hilure of the third-party to comply with AOL's reasonable 
requirements shall not be deemed a breach of this Insertion Order by Advertiser so long 
as Advertiser ceases lo use such third-pany to serve the Advertisements immediately 
upon notioc fro111 AOL (hat such third-pa7 is not in co~upliancc wilh AOL's reasouable 
rrquirements, and (d) nny hnffic or impression reports provided to hdvertiser by such 
thld-party shall have no effect on AOL's obligations under this Insenion Order ('i.e., the 
impression reports provided to Advertiser by AOL shall be the controlling repons for 
purposcs ofthis Inscrtion Order). 


6. Production W o r k  Unless expressly provided for elsewhere m this Insertion 
Order, AOL shall have no obligation to provide any creative. design, technical or 
pruductiun scrvicts Lo ~dvati&r("~c'ivc,'?. Deiivcry by AOL orany Service, shall 
be subject to (i) AOL's nvnibility to periorm the requested work, (ii) execution by both 
parties o fa  sepmle a c r k  order specifically cutlining the Swices  to be provided and the 
fees to 
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k paid by Advertism for such Services and ( i i i )pspent  in advance by Aduenixr of acknowledges that i!s utilization of any AOL Keyword Term will notcreate in it, nor 
such fees. will it rcprcsmt it has. any ri& title or interest in or to such .40L Keyword Term other 


than dlc righ~, title and intereat Advertiser holds in Advertiser's rcljstcrcd bndcluark 
7. Customer Service; Taxes. Advmiscr shall bcarfuu responsibility for all independent of the AOL Keyword Term. [Adveniser shall ensure that navigation back to 
customer service, including without limilauon, order pmcessing, billing, fulfillment: the AOL Network from any Adveniser site, wheihcr Ihroo@ a particular pointer or link. 
shipment, collection, returns and chargebacks. and other customer support associated the 'back" button on an Internet browser, the closing ofan active window. or any other 
with any products or x n i c c s  ofTcnd, sold ur licensed Ihruua !he Advertisnnmls, and r e m  mcchanism, shall not bc intmuptcd by Advcrtiscr through rhc use of any 
AOL will hnve no oblignlions whn~soc\,er with respcct thereto. Advcrtisa will collect intermediate screen or other device not specificany requested by the user, including 
and pay and indemnify and hold AOL harmless from, any sales, use. excise, import or withn~~t limitation through the use of any hbnl p o p ~ t p  window nr any other similar 
export, value added or similar rax or duty arising £ram or related to the Advertisements, device. LBG?] 
including any pendl6es and inlexrt. u well as ;my wsls a,socirted w~th  h e  cullrcliun or 
withholding thereof, including attorneys fees. The foregoing provisions ofthis section 9. Psymcnt; Suspension. Advertiser ab%es to pay AOL for ull advertislog displnyed 
sball sunrive the completion, expiration, termination or cancellation of  this Insertion in accordance with the agreed upon amounts and billing schedule shown on the Insertion 
Order. In t\e event that this Insenion Order identifies any of AOL's "Shop@ arees (or Ordcr. 
su~~i la r  or successor shopping arcas) as a location whcrc an Advertixmcnt will bc 
displnyed. Advertiser shnll comply with AOL's then-currentmerchnn~ certificltion 10. Limitation 01 Liabilits Disdaimer; Indemnification. (A) SUBJECT TO 
standards. SECTION 6 ABOVE AND SUBSECTION 9(D) BELOW, UNDER NO 


CIKCUMSTANCES SHALL EKHEK PAKTY BE LIABLE TO THE OTHEK PAKTY 
8. Search Terms; Keywords; h'avigation. To the extent Advcrliser is purchaing FOR INDIRECT, INCIDENTAL, CONSEQUENTIAL, SPECIAL OR EXEMPLARY 
one or more Advertisements reln~ed to n 'senrch" tem(s), Advenism represents and DAMAGES (EVEK IF SUCH PARTY HAS BEEN ADVISED OF THE POSSIBILITY 
warrants that .4dvertiser has the legal rights necessary to utilize such search term in OF SUCH DAMAGES), ARISING FROM ANY ASPECT OF THE RELATIONSHIP 
connection with the Ad\rertis~nent(s). To the extent Advertiser is purchasing a search PROVIDED FOR HEREIN. NEITHER PARTY SHALL IN ANY EVENT BE LIABLE 
krm for r Ilat Tee (ralhrr lhm purcharing a quaoCty of impxssions based on a CPM- TO THE OTHER PARTY UNDER THIS INSERTION ORDER FOR MORE THAN 
b s e d  price), sueh flat fee entitles Advertiser to up to one thousnnd (1 !000) impressions THE AMOUNT TO BE PAID BY ADVERTISER DURING THE YEAR IN WHICH 
per month. If the relevant search term generates more than 1,000 impressions in any THE LIABILITY ACCRUES. (B) AOL MAKES NO AND HEREBY SPECIFICALLY 
month. AOL may sell rbe impressions in excess of 1,000 to another advertiser, or may DISCL4IMS ANY REPRESENTATIONS OR WARRANTIES. EXPRESS OR 
provide Advertiser the opportunity to purchase sollic or all of the additional in~pressions IMPLIED, REGARDING THE AOL NETWORK OR ANY PORTION THEREOF, 
for nn ndditionnl fee. Any "keyword" terms for navignlion from within the propriewq INCLUDIYG ANY IMPLIED WARRANTY OF MERCHANTABILlTY OR FITNESS 
America Online brand senice or "SO word" terms for navigation from within the FOR A PARTICULAR PURPOSE, IMPLIED WARRANTY OF YON- 
propriewy CompuScrve brand service r A O L  Keyword Terms") (as contrasted u, INFRINGEMENT, AND IMPLIED WARRANTIES ARISING FROM COURSE OF 
" s c a h "  tcrrns) which luay bc ~ a d c  available to Advcrtiscr shall bc (i) sul~ject to DEALING OR COURSE OF PERFORMANCE. WITHOUT LlMlTMG THE 
availability and (iij limited to the combination ofthe "keyword' or "go word" modifier GENERALITY OF THE. FOREGOING, AOL SPECIFICALLY DISCLAIMS ANY 
combined with a registered trademark of Advertiser. Advertiser h a l l  promole any AOL WARRANTY REGARDING (I) THE NUMBER OF PERSONS WHO WILL ACCESS 
Keyword Term provided to it at least as prominently as it promotes any othaintemet THE .ADVERTISER COKTENT OR 'CLICK-THROUGH" THE 
keyword, "real namc" or othcr similar search tcrm or address for the Advcrtiscr Content ADVERTISEMENTS, (11) ANY BENEFIT ADVERTISER MlGlIT OBTAIN FROM 
other than thc URL Tar rhe Advertiser Content. AOL reserves the right to revoke at any INCLUDIYG THE ADVERTISEMENTS WITHIN THE AOL NETWORK AVD (ln) 
time Advertlcer's llse of  any AOI. Keyword Terms which do not incorporate rcpiclered THE FIIV[TION?\I.ITY, PF.RFORMAN(:EOR OPERATION OFTHE AOI. 
uadcmarks of Advertiser. Adveniser NETWORK WITH RESPECT TO THE ADVERTISEMEXTS. (C) ADVERTISER 


U 4 K E  NO Ah'D IIEREDY SPECIFICALLY DlSCLAIMS ANY 
REPRESENTATIONS OR U'ARRANTIES, EXPRESS OR 
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IMPLIED, REGARDING ITS GOODS OR SERVICES OR ADVERTISEMENTS OR b u k  email solici~lions or comrn~lnications thro~~gh or into AOL's producls or h c e s  
ANY PORTION THEREOF. INCLUDING ANY IMPLIED WARRANTY OF (including. withour limitation. h e  requirement that Advertiser pmvide a prominent and 
MERCH4NTABILITY OR FlTh'ESS FOR A PARTICULAR PURPOSE, IMPLIED easy means for the rccipicnt to "opt-art" of receiving any futurc conm~crcial cmail 
WARRAATY OF KON-INFRIh-CEMENT, AND IMPLIED WARRANTIES ARISING communications from Advertiser). (b) Advertiser shall ensure that its collection, use and 
FROM COURSE OF DEALING OR COURSEOF PERFORMANCE. (D)Adveniser disclosure of information obtained from AOL Users under this Insertion Order("Zlrer 
hereby a p e s  to indemnify, dsfend and hold harmless AOL and h e  otlicers. direcrors. Information") complies with (i) all applicable laws and regulations and (ii) thc thcn- 
qcnts ,  affilia~cs, distributors, franchises and employees of AOL fmm and against all cumnt privacy plicy(ics) of the applicable Designated Scnicc(s) (or, in h e  casc of 
claims, actions, liabilities, losses, expenses,damages and costs (including, without information collected on Advertiser's site, AdvAtiser's standard privacy policies so long 
limitation, reawnahle atmrneyc' fees) that may m any time he incurred hy any of them as wch policies are prominently published on the rite and provide adequate nntice, 
by mason of any claims. suits cr proceedings: (a) for libel, defamation, violation of right disclosure and choice to users regarding Advertiser's collection, use and discbsure of 
of privacy or publicity, copyright infringment, uadcmark infringement or othcr user informationj. Advcniscr shall limit usc of thc Uscr Information collected thou$ an 
inbingement of any third-pmy right, baud, false advenising, misrepresentadon, product Information Request to the Specified Purpose. In the case of AOL Users who purchase 
liahility nrvinlatlnn of any law, clatote, ordinance, nlle or regulatinn thro~lghnllt the prducts or services finm Adverlicer. Advertiseraill he entilled In incorporate such 
world in connection wilh the Adverdsements; or(b) arising out of any material breach AOL Users into Adveniser's ag.regaa lists of customers; provided that Adveniwr shall 
by Adviniscr of any duty, rcprcscnlalion or warranty undcr this lnscrdon Ordcr. AOL in no way disclox Uscr lnformadon in a manncr that idcnufics AOL Uscrs a, cnd-uscrs 
hereby a v e s  to indemnify, defend and hold harmless Advertiser and the oficen.  of an AOL product or m i c e ,  provided that inclusion of AOL User email or Ihl 
directors, agents. affiliales, distributors. banchises and cmployeen of Advertiser h m  addresses as parl of an aggregate list shall no1 be deemed a breach of this provision. This 
w d  against all clahns, acliuns, liabilities, lussr;, r x p m w ,  darwgcs and costs wcliun shall bunivr the cumplrtion, cxpirdtion,  min nation or ~mcellaliun uf this 
(including, without limilation; rensonnble nrorneys' fees) thnt mny nt nny time be Insertion Order. 
incurred by any of them by reason of any claims, suits orproceedings: (a) for libel. 
defamation, violation of right of privacy or publicity, copyright inhingement, trademark 12. Represenlalians and Warranli~s.  Each pany In thls Insertinn Onlerreprewnls 
infiingrmtnt or other inkingnnrnl orany third-w-ty righl. frdud, fdx dvmtisin& and warrants IO the other party that: (i) such party has the full corporate right, power and 
misrepresenntion, product l~nbility or violntion of m y  Inw, statute, ordinance, rule or authoriry to cnfm into this lnscnion Order and to ~ r f o r m  thc actr rcquircd of it 
regulation Lhroughout the world in connection with h e  AOL Network or (b) arising out hereunder; and (ii) when executed and delivered by such party, this Insertion Order will 
of any malerial breach by AOL of any duty, representation or warranty under this rnnstih~te the l eg l ,  valid and hinding nbli~ation nf silch party, enfnrceable aeainsl such 
Insc~iionOrder. Tbe indemnified pany shall riotify h c  indcrnnifier of any claim. action parry in accordacce mith its t m s .  
or d e m n d  (an "Action") for which indemnity is clnimed. Indemnitier's counsel 
defending such Action shall be subject to the indemnified party's prior writtzn approval. 13. Termination. Eithcr party may terminate this Insertion Order at nny time with 
The indemnified pany reserves the right to participate in the defense of any Action at its written notice to the other party in the event of a material breach of this Insertion Order 
own cxpcnsc. Sculcrncnt of any Action shall bc subject to the indcmnificd party's prior by the other party, which remains uncured after thiny (30) days written notice thereof; 
witten approval. This section sh3ll survive the completion, expintion, termination or yrovidcd that t l ~ e  curc pcriod in conncctiol~ with ./\dvcniscr's failure to nlake any 
cancellation of this lnserlion Order. payment to AOL required in the Insertion Order shall be ten (10) days nther than rhirty 


days. AOL may terminate chis lnsenian Order immediately followingwritlmnotice to 
11. Solicilalion. (aj Advntisn sixall not wnd unsoliciled, wrnmmruial m a i l  orothcr Advenixr if Adveniser (1) ceases to do business in Ihe normal course, (2) becomes or is 
online communication ij.e., "spam") throu~b or into the AOL Network, absent n prior dcclarcd insolvcnl or banloup4 (3) is thc subject of any procecding rclatcd to its 
business nlationship with the recipient, and shall compll- with any other standard 4 O L  liquidation or insolvency (whether xoluntary or involuntary) which is MI dismissed 
policies and limitations relating to disuibudon of within ninety(90) calendar days rn (4) mates an assibmment for the henetit of creditor< 


In 
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the event cCany terminadm AOL will reCund lu .4dvertiser the pro-rata porliun uC rely upon any such provision or right in that or any other instance. Excrpt where 
payments atuibutable to the impressions not delivered. otherwise specified herein. the ri$rs and remedies granted to a pany under this Insenion 


Ordcr arc cumulative and in addition to, and not in lieu or, any othcr rights or m e d i e s  
11. Confidentiality. AOL and Advcrtiscr cach agrccs that it will takc rcasonablc whieh the psrty may possess at law or in equity. Neither paty will be liable for, or be 
steps, at kast subslantially equivalent to the steps it takes to protect its own proprietary considered in breach of or  deht11t ~inder h i s  Insertion Order on accoun~ of any delay or  
information. during the term of this Insertion Order, and for a period of three years failure to paform as required by this Insertion Order as a result of any causes or 
CuUuwing expirdtiun ur lerminatiun uf this I n ~ i u n  Ordcr, tu prevent the duplication ur conditions whicbarc bcyond such party's reasonable control and which such party is 
disclosure of Confidentinl Informntion of the other pnrty other thnn by or  to its unable to overcame by the exercise of reasonable diligence. Advertiser shall not use, 
employees or agents who must have access to such Confidential Information IO perform display nr modifL AOl .'s trademarks in any manner ahsent A01 .'s exprep< prinr written 
such party's obligations haeunder. which employees or agents are subject to s h c t  approval. This Imenion Order sets fonh the entire agreement between Advertiser and 
wnljdcntiality ubliptiuns. Nutwithstanding the furrguing: eithcr parly :nay discluse AOL, and supmcdes any and all prior agmments of AOL or  Advertiser with rcspcct to 
Confidential Information without the consent of the other pnrty, to the extent such the transactions set fonh herein Yo change, ameiidment or modification of any 
disclosure is required by lau,. rule, regulation or  government or coirt order. tn such prnvidnn nf this lnseninn (hder shall he valid unless set fnnh in awrinen instrument 
event, the disclosing pany shall provide at least five (5) business days prior writvn signed by Ihe pany subjecl m enforcement of such amend men^ Neiherparty shall 
notice of such proposed disclosure to the other pany and shall subniit a request to the assign this Inrcrtion Ordcror any right, intcrcst or bincfit undcr h i s  Insertion Ordu  
opplicnhle governing body that this Insertion Order [nr portions thereof) receive without the prior wriaen consent of the other party except in connection w i h  a change of 
confidential beabnent to the fullest extent permitted under applicable ku-s, rules and conuul of such assignor. Subject to Ihe foregoing, this lnsenion Order shall be fully 
regulations. '%onfidential Information" shall mean any information relating to or binding upun, i n u ~  lu the benefit uf and bc cnfurceablc by h e  parties h m l u  and their 
disclosed in the course of this Insertion Ordcr, which is or should be reasonably respective successon and assigns. tn the event lhnt nny provision of this Insertion Order 
understood to be confidential or pmprietvy to the disclosing party, including, but not is held invalid by a eourt with jurisdiction over the parties to this Insertion Order, 
limited to, the material terms of this Insertinn (Xderand ~nfnnnation atnut A01. IIzen. (i) such provision shall be deemed to be restated to reflect as nearly as possible the 
"Confidenual Information" shall not include information (a) already lawfully h o w n  to original inltntiuns uCthe parties in a c u r r h c e  with applicable law trnd (ii) the m i n i n g  
or indcpcndently developed by the receivingpay: (b) disclosed in published materials, terms, pmvisions, covenants and rcshctions of this Insertion Order shnll remain in full 
(c) generally known to the public, or (d) lawfully oblained From any third-party. Upon force and effect. This Insenion Order may be executed in counterparts, each ofwhich 
the erp~ratinn nr lennimtion of this Inseninn Order, each party will, l l p n  the wntren shall be deemed an original and all ofwhich together shall constitute one and the same 
request of the other pany, return or destroy (at h e  option of the party receiving the document. This Llscnion Ordcr sllaU be intuprced. construed and cnforccd in all 
requestj all Confidential Information spccificd by the othcr party. This scction shall respects in nccordance with the laws of the Commonwenlth of Virginin, except for itP. 
survive the completion, expiration, termination or cancellation of this Insertwn Order for conflicts of laws principles. Advertiser hereby irrevocably consents to the jtnisdiction of 
the Uuee year period specified herein. the couns of the Commonwealth of Virginia and the federal courts situated in the 


Cmmonwcalth of Virginia in connection with any action aising undcr this Inscrtion 
15. hliscellancour. Tbc partics to this L~wrtion Ordcr arc indcpc~idcnt contractors. Ordcr. Any notice or other communiution under this Insertion Order will be given in 
Neither p l y  i s m  agent, represenlalive or  parher of the other party. Neither party shall writing and will be deemed to have been delivmd and given for all purposes (i) on the 
have any ngbr, power or authority lo entcr into any agreemen! for or  on behalf of, or delivery date if delivered by confirmed facsimile or in p e n m  to the party to whom h e  
incur any obligation or liability of, or to otherwise bind, the other party. Thc hilure of samc is dircced, (ii) onc busincss day after dcposit with a commercial ovanight canicr, 
cithcr party to insist upon or  cnforcc strict pcrformancc by thc o~hcr  party of any with written verification of receipl; or (iii) five business days after the mailing date, 
provision of this Insertion Order or IO cxercise any right under rhis Insertion Order shall whether nr nnt act~lally received, if m t  by I1.S. mail, rcttirn receiptreq~lesvd, postage 
nnt he cnnqtmed a< a waiver nr rellnquizhment to any extent nf such party's right tn and charges prepaid, or  any oher  means of rapid mail delivery for which a receipt is 
assen or available. Each party shall takc such action (including, but not limited to, the execution, 


acknowledgment and delivev of documents) as may reasonably be requested by any 
other pany for Ihe implementation or conl~nuing performance of l h ~ s  Insertion Order. 
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*- ------------ 
EXHIBIT D 


Behavioral Targeting Specifications 


(a) Trackinc. Advcr1iscr shall accurately track uscr rcgist-alions gzncntcd within thirty (30) days of distribution of an npplicablc promotion on thc AOL Ncwork Advcniscr shall cnswc 
that such trucking also xcuntely generntes the following informution about each new registrant: registration, and conversion to trial subscriptions. Advertiser shall deliver to AOL nll 
information generated by such h c k i i g  on a monthly basis in an agpegaled form. 


(b )  Web Beacons. Adrcrliscr undcrs~ands and agrccs that AOL may usc cookic.i, wcb bcamns pixcls, and/or othcr tcchologics (coilectivcly, thc "Wcb Beacons") on thc .4dvcrliscr sites 
to collect non-personally identifiable information in connection with this A p e m e n t  (the 'Kon-PII")luding bul not limited lo (i) for gcncral reporting pwposes, including thc compilation 
of rhtistics, such as the lntal numhcr of ads delivered, that may heprnvidcd In cxisting and pntcntial c u s t n m ;  (ii) f i r  scheduling and optimi~tinn of programming, prnmntinns, and n t h  
activitics associated with this Agfremcnk (iii) for uacking of user regismtian, geographic, behrrioral, dmognphic. msactional. and other derived data, and (iv) ifrcquind by coun ordcr, 
law, or govcrnmcntal afcncy. Thc Non-PI1 may includc, without limitation, information such ai m b  pagcs vicwcd by a uscr, datc and umc, domain typc, and rcsponscs by a uscr to an 
advertisement, and any other data that Advertiser may pass to AOL (i.e., transaction idcn~ifrcahn information, hansaction rcvenuc csthates and information, and other reasonable 
information availahk to Advmiscr. 


(c) Data Rielits & Ownership . AOL owus all right, litle, and interest in and to any data collcctcd from thc Web Beacons and all propriekq rights therein. Advcniscr w c c s  that AOL 
will have h e  right to use and segment such data in its sole discrerion for all purposcs relating to h business including, without limitation, for purposes of providinggenml client and 
industy reporting and adver~isemcnt scheduling. Iqel ing,  and delivev optimizalion across thc .40L Nehvork and any other advertising invenlory available lo A O L  In addition. AOL will 
have the right to use and disclose non-PI1 for purposes including but not limited to: (i) for general reporting purposes. including the compilation of statislics, such as Lhe total number ofads 
delivcrcd, h a [  may be providcd lo exisling znd potential customers; (ii) for scheduling and optimization of programming, promolions, and othcr activitics associatcd with this AyccnlcnL 
(iii) for wcking of uscrregistntion, geographic, b e h a v i d ,  demographic. tnnsactional, and olher derived dam, and (iv) if required by court ordcr, law, or governmental agency. 


(d) Web Beacno Placement. Advertiser will place one or more Web Beacons on the landing page of the Advertiser Site in accardance with the specifications provided by 
AOL. Advertiser agcxs lhat il will be mlely rrqxJnsiblc for inwing  prupcr funcliuning nnd p l ~ c n n a l  ul such Web Beacons. 


(e) u. Advertiser represents and vanants that it will provide notice for, and fuUy disclose, its privacy policks and practices to users of its aebsite(s), and any other policics and 
practicer with respct  In the cnlleclion o f  anlormallon nn oren nf itr wch?itc(s). 


(r) On~ni lu re  . Adverlistr shall intgrale Omnilure ~rdckingfur the Customired Silcin acwdance wih AOL'srcasonablt: specificdtions. 
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EXHIBIT E 


SCREENSHOTS 


14 
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Channel Level Promotions 
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Contextual Music - AOL Music Main 
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Contextual Music - AOL Music CD Listening Party 


Link wit 
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Contextual Music - AOL Video Player 
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Contextual Music - AOL Artist Main 
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Contextual Music - AOL Album Detail Page 
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Contextual Music - AOL Top 11 Countdown Show 
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Contextual Music - Commerce Drawer on AOL Artist Main 
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Contextual Music - Commerce Drawer on AOL Discography 
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Contextual Music - Commerce Drawer on AOL Song Search 
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Contextual Music - Comnierce Drawer on Songs & Samples 
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Contextual Music - Commerce Drawer on Songs1 Videos 
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Contextual Music - AOL Radio 







t ~ ~ ~ ~ ~ L - I ~ * . C 1 - . ? P : L l d ~ l l l I ~ Z 2 5 1 . : l ? ! i : ~ 2 ~ ~ ~ C I P Z ~ L : 1 : 1 ~ P ~ a ~ ~ E ~ ~ . I : L T ~ E 1 ! Z J ~ ~ ~ 1 L ~ ~ ~ 7 1 J 1 1 ~ ~ d 2 S : ~ E ~ ~ 1 I E : ~ 1 ~ L F ~ 1 0 J ~ " ) S L ~ : . ~ L > I I ~ ? ~  .6===2 ., .-!E ----------. ----------- --------- 
PORTIONS DENOTED WITH [***I HAVE BEEN OMITTED AND FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE 
COMMISSION PURSUANT TO A U E S T  FOR CONFIDENTIAL TREATMENT. - ----- ------- --- 


EXHIBIT F 


I AOL PERFORMANCE NETWORK PROMOTIONS I 


I. Sitc and Products. The I KTPNRL addrcss to Ix conncckd lo thc promotions providcd in conncctionaith this I n s d o n  Ordcr (" Pcrformancc Promotions ")hall bc a vcrsion o f  thc 
site located at ww..napster.com and any related web pages or pages Imked thereto (e.2.. splash pages or ordering'registration pages), customized if and to the e x m t  necessary to 
cnrnply with the appllcahle requirerncnts hercin (the " Advertiser Site '). The nnly ~ n d u c t s  &!or semccs that may he ntyered nr promled hy Advertim in the Pertinrmance 
Promotions or on the Advertiscr Sitc arc thc Advcrtiscr Products. Tnc Advcniscr Srte shall not promote thc products or snvices of any l h i  parr)'(or any products or services othcr 
than thc Advcrtiscr Produclsj wrthout 40L's wriucn conscnt (including indirectly via any pop-up, pop-mdcr, ctc.). For thc purposcs of this Agccmcnt Pcrformancc Promorions shall 
be considered Adbenisements. 


2. Ontirni7ation Technoloev . AOI. may, lhrnugh ilr altiliak. Advenising.cnm. nr designated third party vendnr. serve the Pzrfnrmance Pmmntims. and track related click-thmt~gh and 
conversion mcuics (where applicable), utilizing cenain inventoly optimization technology (the " Optimization Technology '3. h i o r  to launch of any Performance Promotions 
Advertiscr will lakc all actions n c c c s s q  lo cnablc AOL, Advertising.com, or AOL's dcsipakd third party vendor, to track click-throughs, including delivering unique Advertiser Sitc 
URLs as requested by AOL. 


a Trnckine Taes . During thc Term, Adveniser o w e s  to place on muturlly sgeed upon pnge(s) of the Ad\,ertiser Site s pixel wcking tag as  necessary for tracking .and ~eporling 
through the Optimization Technology (rhe "Tracking Tat"). Udess othawise a p ~ o v e d  by AOL, thc page(s) containing the Tracking Tag shall be accessible to m y  vlsrtor to the 
Advcrtiscr Sitc (regardless of whether such visitor linked to thc hdvcrtiscr Site from the AOL Nehvork). Advertiser a p e s  to disclose nithin its sumdad privacy policy (in a 
clear and ~~nsp icucus  manner) the dah  use nnd collection practices related to the Trackin: Tug on the Advertiser Site. 


b. Web Beacon Placement . Advertiser a p e s  that Advmiser shall be solely responsible for insuring properplacemenr of the Wcb Beacons on Advertiser's web site, including 
making sure that the Web Beacons only uack the Actions to which Advertiser's campaign relates. In the event that Advertiser improperly places the Wcb Beacons on 
Advwtiser's web sirc, rcsultiug UI, among othcr things, AOL or it's affiliate. Adcorn trafficking Adveniscr's campaign baxd  on misleading campaign lxrformancc rcsults, thc 
pnrties agree thnt ,Zdvertisn shnll pay .ZOL bnsed on AOL's rensonable estimatiol of Actions delivered, ns determined in AOL's sole discretion Advertiser further understnnds 
that maintaining Advmiser's web site on which the Web Beacons me placed in good working order during the term of the Ayeement is crilical to the success ofAdvmisa 's  
campaign. Accordingly, in the cvent rhat Advertiser's web site on which the Web Beacons are placed hils to operate in p o d  working order (is.. goes down) at any time during 
the term of thc Afrement, Advcrtiscr shall notify AOL that Advcniscr's \ n b  site has gone down wirhin thrcc (3) hours of Advcrtiscr's wcb site going down IfAdv~rtiser fails 
to provide AOL with noufication as required abole. the pyties a g e e  that AOL m3y bill Advertiser based on AOL's msonable estimarion of Actions, as determined in AOL's 
vlle dircrctinn, that wnuld have hem delivered during the period that Advertiser7r weh site war not functinning. 


c. Con\ersion Criteria . In addition, in the event h a t  Advertiser is paying AOL a Bounty for any conversion rneuics other ban c l i ck -bouas ,  then the following shall npply: A 
"Ccuvenion" shall equal all View-Based Conversions subject to the Conbcrsion Criteria, and all Click-Based Col~versions subject to the Corrxrsion Criteria 


A' Vim-Bnscd Conversion " shnll menrr the sewing of n Tracking Tug to nn AOL fier during n visit 10 thc Advertiser Site nct inltinted by clicking through nn 
Advertisement, where such visit occurred withi? a certain nurnbcr of days (the ' View-Based Latenw Window ") after such AOL Uwr was exposed to an 
Advertiscmcnt. 


A Click-Based Conversion " shall mean the sewing of a Tracking Tag to an AOL User during a visit to the Advertiser Site, where such visit occurred within a 
cab in  nurnbcr of day, (thc " Click-Bascd Latcncv Window '3 aftcr such AOL Uscr had clickcd on an hdvc~tiscmcnt (but had not ttigcrcd an Instant 
Conversion). Advcniser shall pay AOL a Bounty for One Hundred percent (10076) of the number of Leads arising from Click-based Convmions that occur with 
thrny (30) days of initial 
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exposure to an AdvmisemenL Such p e n t a g e  and number of da)s may te adjusfed pursuant la h e  t ams  of this a p u n e n t .  


Subsequent changes to !he Converrion Criteria may be made pursuant lo Section 3(b) below. 


3. Economics. 


a m. Advertiser shall pay lo AOL a $[***I CPA bouny ("Bounty") for A d d x m c n u  in lhc AOL Pcrfmancc Network up to a maximum aggcgatc of [*"I dollars ($p*J) 
('Performance Cap"). CPA shall mean when a user clicks h o u g h  the Performance Pmm~tions sewed by AOL and downloads h e  Napster software for a fiee t-ial. Borntics acquired 
lhrnugh the AOI. Performance Network u.~ll cn~mt mward hoth h e  [***I threshold in Section 5 nfthc Ageemnt  and the [***I threshnld in Section 7 of the Agreemehl. 


b. Guarantee. The spend commimenl of [***I Dollars ($[***I) hereunder is a g u m t e e d ,  non-refundable ynounr In the event thal h e  Performance Promotions m terminated by either 
party or cithcr Parry rcasmably bclicvcs h t  the Pcrformancc Cap will not bc n ~ c t  during the Initial T m  of the Agmmcnt, hen  thc balancc of thc Pc r fmancc  Cap lhal is not uwd 
will be reapplied toward the following AOL Newark Advertisements and s h l l  nat be refunded: 


High ICeach Social Network AOL 728x90 (Mi) -3 [.*.I CPM or 
Such vlher adver~iscmcnLs as art: rnutually n q d  lo by thc parties. 


4. Promotions . Notwilhstanding anything to lhc contrary, any Pcrformaacc Promotions shall bc at .40L's solc discretion; AOL docs not guaranlcc any spccifx minimum Icvcl (c.g., 
number or location) of placements, impressions, click-througbs. or  any other promotions or metric?.; and AOL may cease the serving of Performance Promotiom at any time. In h e  
event of a conflict between the Inserlion Order and this Exhibit then the terms of this Exhibit shall zovem. 







Exhibit 2.3 


AMENDMENT NO. 1 'I'O ASSE1' PURCHASE AGREEMENT 


This Amendment No. 1 to Asset Purchase Agreement (the "Amendment") is entered into as of March 14,2007, by and among AOL LLC, 
a Delaware limited liability company ("AOL"), AOL MUSIC NOW L C ,  a Delaware limited liability company ("Seller"), and Napster, LLC, 
a Delaware limited liability company ("Buyer"). Buyer and Seller are, from time to time, referred to individually as a "party" and jointly or 
collectively as the 'parties." Any capitalized terms not otherwise detined in this Amendment shall have the meaning given to such terms in the 
Agreement (as hereinafter defined). 


WHEREAS, AOL, Seller and Buyer are parties to that certain Asset Purchase Agreement dated as of January 11,2007 (the 
"Agreement"). 


W E R E A S ,  the parties desire to amend the Agreement as set forth below. 


NOW, THEREFORE, the parties, intending to be legally bound, agree as follows: 


AGREEMENT 


1. AMENDMENT OF ASSET PURCHASE AGREEMENT. 


1.1 Amendment to Section 2 of the Agreement. Section 2 of the Agreement is hereby amended to add the following Section 2.6: 


2.6 Gift Cards. For purposes of this Section 2.6, the term "Gift Cards" means the specific, unredeemed gifi cards acquired 
for the use with the Music Now Service as listed by card or account number in Appendix 2.6, which is attached hereto. 
Buyer shall honor and redeem at the then-current rate charged by Buyer any download credits for music or albums for 
the Gift Cards, up to, but not exceeding, the dollar face value of the applicable Gift Card as such dollar face values are 
listed for each card in Appendix 2.6. Such obligation of Ruyer shall constitute an Assumed Liability of Ruyer. Except a$ 
otherwise provided above in this Section 2.6 (a) Buyer shall have no other obligation of any kind with respect to such 
Gifi Cards and (b) Seller shall retain all other Liability with respect to the 







Gift Cards, including without limitation, any obligations to refund moneys (if any) and any claims related to any dispute 
over the terms and conditions of such Gift Cards. Such retained obligation of Seller shall constitute a Retained Liability 
of Seller. 


1.2 Amendment to Section 2.2.2 of the Agreement. 


1.2.1 Renumbered Section 2.2.2(e). Section 2.2.2(e) of the Agreement is hereby renumbered as  Section 2.2.2(f). 


1.2.2 Ncw Scction 2.2.2.(c). Section 2.2.2 is hereby amended to add and insert the following new Section 2.2.2(e): 


(e) The Cash Purchase Price will be reduced at t11e Closing by the amount of Four-Thousand, Three Hundred and 
Nine Dollars and Twenty Cents ($4,309.20), which shall be applied by Buyer for the redemption of any Gin 
Cards as required-under Section 2.6 above (the "Gift Card Deposit"). Each Gift Card shall be redeemable for the 
products aaseivices  offered by theNapster Service at the then-current rate charged by Buyer to its customers. 
No later than the (10) days after the one year anniversary date of the Closing ("Anniversary Date"), Buyer shall 
remit to Seller the balance of any unused portion of the Gift Card Deposit (if any) by wire transfer o r  
immediately available funds and any information as reasonably necessary to support Buyer's calculation of any 
remittance to Seller. I t  as of the Anniversa~y Date, the total dollar amount of Gift Card redemptions honored by 
Buyer exceeds the amount of the Gift Card Deposit, then Buyer shall submit an invoice to Seller setting forth the 
amount by which the total dollar amount of Gift Card redemptions honored by Buyer exceeds the amount of the 
Gin Card Deposit along with any inCormation as reasonably necessary to suppod Buyer's calculation. Buyer 
shall cooperate with Seller to provide any additional information or documentation reasonably requested by 
Seller to verify Buyer's calculation. Seller shall remit to Buyer any amounts owed for Gift Card Credits no later 
than thirty (30) days upon receipt of the invoice from Buyer. 


2. NO OTHER AMENDMENTS. 


Except as it has been specifically amended above, the Agreement shall fiom and alter the date hereofcontinue in full force and elyect. 
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3. SUPPLEMENT TERMS. 


3.1 Entire Agreement and Modification. The Agreement, as amended by this Amendment, sets forth the entire understanding of 
the parties relating to the subject matter hereof and supersede all prior agreements and understandings among or between any of 
the parties relating to the subject matter hereof. The Agreement, as amended by this Amendment, may not be further amended 
except hy a written agreement executed in accordance with Section 16.6 ofthe Agreement. 


3.2 Severability. If any provision of this Amendment is determined to be illegal or unenforceable, such provision will be deemed 
amended to the extent necessary to conform to  applicable law or, if it cannot be so amended without materially altering tbe 
intention of the parties, it will he deemed stn'cken and the remainder of the Amendment will remain in full force and effect. 


3.3 Counterparts. This Amendment may be executed in several counterparts, each of which shall constitute an original and all of 
which, when taken together, shall constitute one agreement. 


[Remainder ofpage in fenlionally lefi blank] 
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IN WITNESS WHEREOF, the parties have executed this Amendment as of the date first wriiten above. 


NAYS'WK, LLC AOL M U S K  NOW, LLC: 


By: lsi Laura S. Goldberg By: is1 BiII Wilson 
Print Name: Laura S. Goldberg Print Name: Bill Wilson 
Title: COO Title: President 
Date: 3/13!07 Date: 3112107 


AOL LLC: 


By: is! Bill Wilson 
Print Name: Bill Wilson 
Title: E.V.P., Programming 
Date: 31 1 2/07 
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APPENDIX 2.6* 


* APPENDIX INTENTIONALLY OMITTED FROM THIS FILING. NAPSTER, INC. AGREES TO FURNISH SUPPLEMENTALLY TO 
THE SEC UPON REQUEST, A COPY OF THIS OMITTED APPENDIX. 







Exhibit 2.4 


papster letterhead] 


AOL MUSIC NOW LLC 
AOL LLC 
22000 AOL Way 
Dulles, Virginia 20166 
Ann: Deputy General Counsel 


To w hom i t  may concern: 


Notwithstanding the provisions of Section 5.1 of Exhihi1 A to the Asset Purchase Agreement, dated as of January 1 1,2007, hetween Napster, 
LLC ("Buyer"), AOL LLC ("AOL") and AOL Music Now LLC ("Seller"), as amended, which requires 48 hours ol'wrilten notice horn Buyer 
prior to the determination of the Transition Date (as defined in the Agrecment), AOL and Seller hereby acknowledge and agree that March 14, 
2007 shall be the Transition Date. 


Sincerely, 


/ S j L AUK4 B. ([j OLDBERG 


Laura B. Goldberg 
Chief Operating Officer 
Napster, LLC 


ACCEPTED AND AGREED TO: 


AOL MUSIC NOW LLC 


By: / S / B U L W I L ~ O N  
Printed Nnme: Bill Wilson 
Title: President 
Date: 3-14-07 


AOL LLC 


By: /s/BULWILsON 
Printed Name: Bill Wilson 
Title: EVP -Programming 
Date: 3-14-07 







Exhibit 10.32 
---- ---- ------ ---------------- -- ---- -----..----- 


PORTIONS DENOTED WITH [***I HAVE BEEN OMITTED AND FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE 
COMMISSION PURSUANT TO A REQUEST FOR CONFIDENTIAL TREATMENT. ------------ -- ------.--------------- ---------- 


AOL AD\'ERTISING INSERTION ORDER 


Contract #: 
AOL Salesperson: 
Sales Coordinator: 
Snles Planner: 
Effective Date: 
Crrdil Approval Received: 


WHEREAS, Advertiser and AOL have entered into an Asset Purchase Agreement dated -. 2006; and 


WHEREAS, Advertiser wishes to purchase ceitain Advertising placements 6on1 AOL and pay AOL for certain subscribers to adveitiser's 
online music subscription service; 


NOW, THEREFORE, for good and valuable consideration Advertiser and AOL hereby agree to the following: 


Payment Schedule : 


Pursuant to this Insertion Order Advertiser shall pay AOL a total payment of [***I Dollars ($[***I) (the " Purchase Price "), payable as 
follows: [***I Dollars ($[***I) payable to AOL within one (1) business day of the date of execution of this Insertion Order and [***I 
Dollars ($[***I) on June 1,2007. 


All amounts not paid when due and payable will bear interest from the due date at the prime rate in effect at such time. All payments 
required hereunder shall be paid in immediately available, non-refundable U.S. funds wired to the "America Online" account, Account 
Number [***I. In the event of any queslions regarding a payment made (or expected lo be made) by Advertiser to AOL. AOL may contact 
William Gro~vney, General Counsel at 310-281-5000,9044 Melrose Ave, Los Angeles, CA 90069. In the event of nonpayment, AOL 
reserves the right to immediately terminate this AOL Advertising Insertion Order Agreement (the " Insertion Order ") with written notice to 
Advertiser, provided that such temlination shall not excuse AOL from providing impressions that hake already been paid for by Advertiser. 
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-------------.------------------------------------------- -------- 
PORTIONS DENOTED WITH [***I HAVE BEEN OMITTED AND FILED SEPARATELY WITH THE SECURITIES AND EXCHANGE 


1. Site and Products . The HTTPiLlRL address to be connected to the Advertisement shall be: http:llwww.napster.comiaol (the " 
Advertiser Site "). The products andlor services to be offered or promoted by Advertiser in the Advertisements are as follows: Paid music 
subscription services designed to provide consumers in the United States with unlimited, high fidelity, access to over 3,000,000 tracks. 


AOL Integrated Placements 
Additional Placements 


Subscribers receive unlimited access to CU-quality music on multiple computers and have access to over 50 interactive zidio stations, 
extensive community features, message boards, historical Billboard chart information and enhanced programming. In addition, subscribers can 
transfer an unlimited amount of music fromNapster to their choice of compatible MP3 players for the entire term of their subscription without 
having to purchase individual tracks and albums. In addition, all subscribers have access to community features, such as the ability to send song 
links to friends and subscribers can browse other subscribers' published collections. In addition customers can purchase individual tracks or 
albums. These tracks can be "burned" to a CD or transferred to an MP3 player. Napster's United States catalogue of available music covers all 
of the major music companies, including EM1 Recorded Music, Sony BMG, Universal Music Group and Warner Music Group, as well as 
numerous independent labels. (the "Advertiser Products"). The Carriage Plan for the agreed upon placements is attached hereto on Exhibit A . 
The Launch Date will be the first business day following the Notice Period as such term is defined under the Asset Purchase Agreement or 
such earlier date as the co-branded landing page described in Section 4 helow is first commercially available to potential subscribers. 


2. Impressions Commitment . Any guarantees are to impressions (as measured by AOL in accordance with its standard methodologies and 
protocols), not "click-throughs" or conversions. In the event there is (or will be in AOL's reasonable judgment) a shortfall in impressions 
less than [***I percent ([***I %) of the Total Guaranteed lmpressions as of the end of the display period as set forth in Exhibit A (a '' 
Shortfall "), such Shortfall shall not be considered a breach of this insertion Order by AOL; instead, AOL will provide Advertiser, as its 
sole remedy, with additional or comparable (in kalue) "makegood" impressions across the A0LNetwol.k up to [***I percent ([***I %) of 
the Total Guardnteed Impressions within three months of the end of the term. To the extent impressions commitments are identified 


regard to specific placements, such placements will be as mutually agreed upon by AOL and Advertiser during the course of the 
display period. AOL reserves the right to alter Advertiser flight dates to accommodate trafficking needs or other operational needs. In sucb 


Total Price 
$ * * *  
$[***I 


cases, AOL will make available to Advertiser reasonably equivalent flight(s). In the event that no makegood impressions are available, 
Advertiser shall be entitled to a pro rata refi~nd of its fees for any underdelivery. 


Totrl  Impressions 
*** 


SEE EXHIBIT F 


3. Inteeration Assistance . Advertiser agrees to work in good faith with AOL to evaluate opportunities to integrate AIM and other AOL 
produc~s and services that the parties believe will improve the product experience Tor users oCAdvertisa's service. The Parties agree to 
evaluate the screenname service within reason periodically after the execution date. If Advertiser decides to add third party instant 
messaging functionality into the Advertiser Products, then Advertiszr will provide AOL with the first opportunity to include AIM in the 
Advertiser Product. From time to time. AOL may elect in its reasonable discretion to provide additiollal placemellts for Advertiser in 
prominent locations across the AOL Network. In addition. the parties will discuss additional co-marketing oppom~nities throughout the 
term of the Agreement that would mutually benefit both Parties. 


4. Advertiser Artwork and URL. In the event that all necessary artwork and active URL's are not provided to AOL in the manner specified 
at www.advisor.aol.com at least three (3) business days prior to the display start date (as set forth in Exhibit A ), all Impressions to the 
relevant advertising inventory from and after the display start date shall count toward the Total Impressions and Advertiser shall remain 
liable for all payments hereunder notwithstanding AOL's inability to display the Advertisement. Advertiser agrees to design a co-branded 
landing page similar to Advertiser's standard, generally available landing page. Advertiser agrees to use sucb page unless Advertiser can 
demonstrate that such co-branded page is having a negative impact on the rate at which users are regisfering for a free trial of the 
Advertiser's Product. The parties shall enter into a Trademark License Agreement in the form attached to the Asset Purchase Agreement. 


5. Subscriher Bounty.  Advertiser shall pay AOL, on a monthly basis (following the close of the month in which a trial subscription occurs), 
a fee of [***I Dollars ($[***I) (the " Subscription Bounty ")per every individual trial subscription (including any free trial subscriptions) 
over [***I ([***I) (the " Subscri~tion Bounty Threshold ") received by Advertiser from AOL for Advertiser's online music subscription 
service during the Initial Term. The same Subscription Bounty Threshold would apply in the Renewal Term. For purposes orclarilication, 
a subscription would be satisfied when a user signs up for a free trial. Bounties acquired through the AOL Performance Network will count 
toward the Subscription Bounty Threshold as well as the renewal threshold of [***I per Section 7 below. 
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PORTIONS DENOTED WITH [***I HAVE BEEN OMITTED AND FILED SEPARATELY WITH THE SECURlTIES AND EXCHANGE 
COMMISSION PURSUANT TO A REQUEST FOR CONFIDENTIAL TREATMENT. -- 
6. Latency Conversion . Advertiser will also pay to AOL a Bounty for all Latency Conversions. A "Latency Conversion" shall mean the 


serviug of a tracking mechanism to an AOL User duling a visit LO the Adverliser Landing Page not initiated by clicking t111.ough an AOL 
Integrated Placement or Additional Placement (each a "Promotion"), where such visit occurred within a certain number of days (the 
"Latency Window") after such AOL User was exposed to a Promotion. Advertiser shall pay AOL a Bounty for One Hundred percent 
(100%) of the nulllber ofNew Subscribers arising k o n ~  Latency Conversiol~s that occur within (i) seven (7) days of initial clicking through 
an AOL Integrated Placement or (ii) thirty (30) days of initial clicking through an Additional Placement. Subject to AOL's review and 
approval, the Parties shall agree on a tracking mechanism sufficient to track the AOL Users who enter the Advertiser Landing Page to 
determine which have become New Subscribers. In the event that such tracking involves the use of cookies, Advertiser agrees to comply 
with the following requirements. Advertiser will serve cookies on a non-personally identifiable basis on the Adveniser Landing Page (but 
not on the AOL Network, such as in any Promotion) to all visitors to the Advertiser Landing Page for the purpose of compliance with this 
Agreement; provided that Advertiser and the Advertiser Landing Page shall at all times (i) comply with all applicable privacy and use of 
data laws, rules and regulations, and any applicable privacy policies, (ii) use the data collected via the cookie to perform its obligations 
herein, for assigning customer-IDS in support of the Advertiser normal website operation, and for no other reason, (iii) not disclose such 
data to any third party, and (iv) prominently post a privacy policy on the Advertiser Site providing adequate notice to visitors that such a 
cookie may be served and how such data may be used. Upon request fiorn AOL, Adveitiser shall cease to selve cookies; or, AOL shall be 
entitled to immediately terminate this Insertion Order without penalty. Notwithstanding the foregoing, such use of "cookie" technology in 
the Promotions or the Advertiser Landing Page shall not include the following activities: (i) the collection of AOL User navigational data, 
or the aggregation, co-mingling or any other combination of data for or about AOL Users with data fron~ other sites for the purpose of 
building profiles of AOL Users (regardless of whether such profiles were created outside of the AOLNetwork), or for use in online 
preference marketing to AOL Users; (ii) aggregation, use or disclosure ofnavigational data obtained through the use of  such technology; 
(iii) disclosure of or association with any personally identifiable information of an AOL User; (iv) use or conducting of survey-based 
research without the prior written approval of AOL; and (v) redireciion of data or other information. 


7. Term and Territory . Unless earlier terminated as set tbrth herein, the term of this agreement will be one year from the Launch Date (the 
'' Initial Term "). Subject to Section 15 below, the Initial Term will automatically extend for a period of one year (the " Renewal Term ," 
and together with the Initial Term, the "m') if Subscriber Bounty of [***I is reached within the Initial Term. The Renewal Term, as 
applicable, shall be upon the same terms and conditions as set forth in this Insertion Order. Territory is the United States of America. 


8. Exclusivity . Excluding Apple's iTunes , throughout the Term, Advertiser will be the exclusive integrated Advertiser providing an online 
music subscription service within the AOL Music Channel located at www.music.aol.com (e.g. this does not include non-integrated banner 
advertisements). 


9. AOL R e ~ o r t i n e  . AOL will track impressions in accordance with its standard methodologies. Notwithstanding any other provision on 
reporting in this Insertion Order, AOL shall deliver to Advertiser a report on a monthly basis showing the number of Impressions (by 
Placement) delivered and the number of click-throughs achieved on a daily or weekly basis (within thirty (30) days following the end of 
the month showing for such month the number of impressions by Placement) based on AOL's standard methodologies. . 


10. Advertiser Reporting . Advertiser will provide AOL with a monthly written report within thirty (30) days following the end of the month 
showing for such month the number of registrations of subscribers lor Advertiser's online music subscription service by specific 
Placement. Upon AOL's request, Advertiser will provide AOL with reporting broken out on a daily or weekly basis with the above 
menlionecl details. 


11. Behavioral Targetinp . Advertiser will assist AOL with Behavioral Targeting efforts on its landing page under the specifications outlined 
in Exhibit D herein. 


12. Audit Rights . AOL will have the right, not more than once per 12-month period, upon at least ten (10) days prior written notice to 
Advertiser, to have a nationally recognized independent accounting firm reasonably acceptable to Advertiser inspect Advertiser's 
applicable records to confirm that the payments made pursuant to this Agreement are accurate, provided that such inspection will not 
unreasonably interfere with the business operations of Partner, shall be at the physical offices of Advertiser or its agents, and shall be 
during normal business hours and subject to customary confidentiality obligations. Advertiser shall receive a copy of such accounting 
firm's report concurrently with AOL. AOL will bear the expense of any audit conducted pursuant to this Section 9 unless such audit shows 
an error in AOL's favor amounting to a deficiency to AOL in excess of [***I percent ([***I%) ofthe actual amounts paid andior payable 
to AOL hereunder, in which event Advertiser will bear the reasonable expenses of the audit. Advertiser or AOL, as applicable, will pay the 
other the amount of any underpayment or overpayment, as applicable, within fourteen (14) days following completion of any such audit. 
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13. AOL Right to Redesign . AOL will be solely responsible for the design, organization, structure, specifications, look and feel, nnvigation 
and n~ainlenance o r  the AOL Nelwa-k. AOL reserves [he 1igl11. a1 anylirne, to redesign 01. modiry Lhe organizalion, structure, specificalions, 
"look and feel," navigation, guidelines and other elements of the AOL Network. In the event such modifications materially and adversely 
affect any specific Placement, or if AOL is unable to deliver any particular Placement for any other reason, AOL will provide Partner 
pronlotional placements conlparable in value to that of the placement in the screenshots in Exhibit E ,and will work with Partner to 
determine such comparable placements. In the event that no promotional placements of comparable value are available, Advertiser shall be 
entitled to a pro rata refund of its fees for any underdelivery. 


14. C h a n ~ e  of Control . AOL, in its sole discretion, may terminate this Agreement within 30 days nfter Advertiser delivers notice of a change 
of control of Advertiser involving any of the following AOL competitors: [***I (or any of their affiliates andlor subsidiaries). In the event 
that AOL exercises this termination right, AOL will be entitled to retain a pro rata portion of the fees for the placements for three 
(3) months following AOL's delivery of a termination notice. provided, however. that AOL will maintain the promotional links and 
placements until the earlier of (i) the end of the 90 day period following AOL'F delivery o f  the termination notice or (ii) the date on which 
such change of control transaction closes. Further, if Napster is acquired by an entity not specifically named above, AOL will have the 
right to terminate this agreement at the end of the Initial Term regardless of whether the Term would otherwise automatically renew. 
Lastly, if AOL is subject to a change of control, either party will have the right to terminate this agreement at the end of the Initial Term 
regardless of whether the Term would otherwise automatically renew. 


15. Oualitv of ServicclBest of Breed. Advertiser will continue to operate its online music distribution service in the ordinary course and 
consistent with Advertisers' past prdctices. Advertiser will not matmally degrade the quality of such service, provided that the removal of 
any tier of service. the combination of multiple existing tiers or the removal or addition of one or more particular features or functions will 
not constitute n degradation of service unless the ovenll service is materially degraded. In the event that this is not the case after the 
applicable period, AOL and Adveniser will meet and discuss remedies. If after 30 days flom such meeting the issues have not been 
addressed to AOL's satisfaction in AOL's sole discretion, then AOL will have a right to terminate the Agreement. In the event of any such 
termination AOL will refund to Advertiser the pro-mta portion of payments attributable to the impressions not delivered. 


16. Miscellaneous . By entering into this agreement, the parties are not in any manner precluded from entering into any separate advertising 
agreements not related to this Insertion Order. 


17. Stnndard Tcrrns and Conditions. This Insertion Order incorporates by reference the additional terms and conditions set forth on any and 
all Exhibits attached hereto (the " Additional Tenns "). To the extent that there exist any inconsistencies between the terms in the I 0  and 
the terms and conditions in Exhibit C, the terms o f  the I 0  shall govern. 







AUTHORIZED SIGNATURES 


In order to bind the parties to this Insertion Order. their duly authorized representatives have signed their names below on the dates indicated. 
This Insertion Order (including the Additional Terms) shall be binding on both parties when signed on behalf of eacb party and delivered to the 
other party (whicb delivery may be accomplished by facsimile transmission of the signature pages hereto). 


AOL LLC ADVERTISER 


By: Is/ Tom Newman By:/ 


Print Name: Tom Newrnon Print Name: Laura B. Goldberg 


Title: Senior Vice President, Network Development Title: Chief Operating Oficer 


Date: 1-1 1-07 Date: 111 1/07 


ADDITIONAL TERMS: 


ExhibitA - Cnrriagc Plan 
Exhibit B - Additional Operational Terms 
Exhibit C - Standard Terms and Conditions 
Exhibit D - Behavioral Targeting 
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EXHIBIT A 
Carriaee Plan 


CONTRACT 
INFORMATIOR 
Proposal Name: 
Advertiser: 
Proposal ID: 
Version fl: 


Napster Integrated Music Campaign 2007 


NAPSTER 


( Total Amount: ( $[***I 


SUMMARY 


Total CPRl Amount: 


Flat Fee Amount: 


 gene^ Commission: $[***I 


6265 1 I Other/Offline ~mount : l  $ 
3 I SubTotal: I 


Total Cost 


$[***I 


$[***I 


$[***I 


$[***I 


$[***I 


$[***I 


$[***I 


$[***I 


$ *** 


A11 Prices Shown Are 
Agency Commission %: 


:***: 
$I***: 


ID 


22864 


23082 


23084 


23085 


23086 


23087 


23088 


23089 


[***] 
+++ o/" 


$ 


Imps Purchased: 


Imps Based Blended CPM: 


$:***: 
:***' 


In  addition to the above. the parties agree that Exhibit F shall be incorporated herein by reference. 


ProducVPackage 


NAS-ENTERTAMMENT-Music- 
Custom-Nopster - Music Moin(Text) 


NAS-ENTERTAlNMENT-Music- 
Custom-Napster - Video Player (Text) 


NAS-ENTERTAlNMENT-Music- 
Custom-Napster - Artist Main (Text) 


NAS-ENTERTAMMENT-Music- 
Custom-Napster -,&,A Album Detail 
Page(Text) 


NAS-ENTERTAMMENT-Music- 
Custom-Napster -Commerce Drawer 
(Text) 


NAS-ENTERTAlNMENT-Music- 
Custom-Napster - CD Listening 
Party Page (Text) 


NAS-ENTERTAMMENT- 
Franchise Top 
11 Show -Custom- Napsler (Text) 


NAS-ENTERTAMMENT-Radio & 
Podcasting -Custom-Napster (Text) 


[***I 
$ *** 


Art Size 


Interstitial 


Interstitial 


Interstitial 


Interstitial 


Interstitial 


Interstitial 


Interstitial 


Interstitial 


Start Date 


01/01/07 


01/01/07 


01/01/07 


01/01/07 


01/01/07 


01/01/07 


01/01/07 


01/01/07 


End Dat 


12/31/07 


I2/31!07 


12/31!07 


1213 1/07 


1213 1/07 


12/31/07 


1213 1/07 


1213 1/07 


VaIue Type 


Paid Media 


Paid Media 


Paid Media 


Paid Media 


Paid Media 


Paid Media 


Paid Media 


Paid Media 


Totals: 


Cost 
Type 


CPM 


CPM 


CPM 


CPM 


CPM 


CPM 


CPM 


CPM 


Rate 


$[***I 


$[***I 


$[***I 


$[***I 


$[***I 


$[***I 


$[***I 


$[***I 


Quantity 


[***I 


[***I 


[***I 


[***I 


[***I 


[*%*I 


[***I 


[***I 


***  
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PORTIONS DENOTED WITH [***I HAVE BEEN OMITTED AND FILED SEPARATELY WITH THE SECURJTIES AND EXCHANGE- 
COMMISSION --- PURSUANT TO A REQUEST FOR CONFIDENTTAL TREATMENT. --- 


EXHIBIT B 
Additiunal O~erat iunal  Terms 


v. Prior to releasing material, new ftmctionalily or  feahlres throufi the Ad\,eniser Sile 
('New Functionality"). Advertiser will use commercially reasonable efforts to (i) lest the 
New Functionality to cmfum its compatibility with AOL Scrvice clicnt sofhvarc and 
(iij provide AOL with writlm notice of thc New Functionality so that AOL can perform 
test; of the New Functionality a confum its compatibility with the AOL Service client 
software. Should any new maIETial, new functionality or fealwes lhrough the A&Ve~ser  
Siu, bc relcascd without notification a AOL, AOL will not bc rcsponsiblc for any 


1. Advcrliser Sitc lnfrastruchlre . Advertiser will bc rcsponsiblc for all adverse member experience mril such umc that compatibiliry tests can be performed and 
communications, hosting and connectivity costs and expcnscs associated w i h  the thc neuv macerial. hnctionality or featurecqualificd for the AOI. .%vice. 
Adveniur Sire. Adverlirer will provide all hardware, sofiwm. relccommuniurions lines 
and other inL?aswcture necessary to meet Uaffic demands M the Advertiser Site ficun 
thc AOL Network. Adbcrtisu will d c s i k ~  and inlplemcnt thc int?aswcmre and network 
between the AOL Service and Advertiser Sile such thal (i) M single component failure 
will have a materially adverse impact on AOL Mcmbcrs seeking to reach the Advcrliser 
Site from the AOL Network and (ii) sumcient bandwidth is maintained to handle 
sustained load and regular spkcs in traffic. In thc cvcnt thal Advcrtiscr clccts to crcatc a 
custom version of the Advertiser Site in order to comply wilh the terms of this lnwrtion 
Ordcr, Advertice- will hmr rerrons~hility for all a rec t s  of the implementation. 
management and cost of such customized sire. 


2. Optimizntion; Speed . Ad\crtiser will use commercially rensonable efforts to enswe 
that the Advertiser Site is dcsigned and populated in a manner that minimizes delays 
when AOL Members atlcmpt lo access such site. Prior to commercial launch of any 
rnalcrid prumuuuna d r m i k d  hexin, Advrrliscr will pcnnil AOL to conduct 
performnnce testing of !he Advertiser Site (in perscm or through remote 
communications). 


3. M. Advertiser will ut~lize [***I lo provide a secure environment for 
conducting transactions an&or hansfcmng private member inforn~ation (e.g credit card 
numbers, bankindfinancial infomution, and member address information) to and fmrn 
the Advertiser Site. 


4. Technical Performance. 


i. hdverliser will design thc Advertiser Site to support the AOL-client cmbcdded 
versions of the Microsoft Inlanet Explorer 5.5X nnd 6.XX browsers [***I. 
ii. To the extent Advenisu creatcs customized pagcs on the Adveniser Sile for 
AOL Members: Advertiser will dcvclop and cmploy a mcthodology to dctccl AOL 
Membm ([***])." 
... 
111. Adveniscr will periodically review the technical information made available by 
AOL at htt~.liu~ebmaster.info.aol.cm . 
iv. Adveniser acknowledges that .4OL employs host nnd client-side caching 
technologics to improvc cnd-uwr performance. Advertiser further acknowledges that 
thcsc technologics arc controlled through the use of indust~y-standard HrrP version 1.0 
arid vcriion 1.1 Ilc.~i!c~> t lan, l~~it td  by dn 01 isill sclvcl which is ul~rlcr Advclti>cr's 
conlrul. Curnpletc ufumalion about these protocols can be found in RFC 1915 a d  RFC 
2616. 33d iletalls about AOL's imolernectatlou of chow nmrncols cm hc fol~nd at 


5. AOL Inlcmct Scrvicm Advcriiscr Suauurt . AOL will provide Advcllistr wilh 
access to the swodnrd online resources, smclards and guidelines documentntion, 
technical phonc support, monitoring and after-hcurs assistance that AOL makes 
generally available lo similarly situated w c b b w d  partners. AOL support will noL in 
any case, be i~lvolvcd wilh content creation on bchalf of .4dvcrtiseror support for any 
technologies, databases, softwve or  other applications which nre not supported by AOL 
or are related to any Advertiser area other than the Adveniser Sile. Suppofl lo be 
provided by AOL is contingent on Advertiser pmviding to AOL dcmo acconnt 
mforn~ation (whcrc applicable), a dclailcd description of the Advertiser Silc's soflwarc: 
hxdwxc  and netutork architecture and access a the Advertiser S i a  for purposes of such 
performance testing as  AOl. elects tn cnndlrt. 







EXHIBIT C 
Standard Terms and Conditions 


INote: Many deletions are due to inconsistencv with 
terms of insertion order] 


I .  nisplay nf Advetiidng Material. Arlvcrtiurmay not rexll, trade. exchange. 
barer or bmker to any third pany any advenising space which is the subject of this 
Insertion Ordcr. 


2. License. Advertiser agrees that AOL has the right to market, display, reproduce 
(tncludinp compression and temporay storage as neceswy for the standard operation of 
thc AOL Network), distribute, pcrforni, transmit and promote thc Advcrtisements. 


3. Advertiser Content The Advertisements shall link only la the URL specified in 
the Insertion Order. Neirha the Adverlisements nor any materials or conrent on any 
inlerdclirr bile linked to h e  Advt7lisnnmts shall dibpardge AOL or promule any AOL 
Competitors listed in Section 14 of this Agreement other thnn through the purchase by 
such AOL Competitors of barner advertisements on the Advertised Products in the 
ordinary course of Adveniser's business. The Advertisements shall comply with AOL's 
privacy policies, tcnlis of scnicc, generally applkable advertising sta~idards and 
pmctices, and all other stmdxd, mitten policies for the npplicable Designted Service 
(s), as such may bc modified by AOL 6om time to time. Advertiser hereby represents 
and warrants that (a) it FOSsesses all authorizations, approvals, consents, licenses. 
permits, certificates or d i c r  rights and peniiissio~is nccessary to offer. sell or liccnsc the 
products nnd services offered, sold or licensed by or through the Advertisements: ~d 
(b) thc Adve~~isements will not violate any applicable law, regulation or third-party right 
(including, without limitation, any copyrij$r, trademark, parent or olherpmprietary 
right). Advertiser also warran& that arcasonablc basis exists for all product or service 
perfonnvloe or c o m p h n  claims 3ppewing lhrough the Advertisements. In no event 
shall the Advertisements slate or imply that AOL endorses Advertiser's produns or 
services. To the extcnt AOL notifies Advertiser of reasonable complaints or concerns 
( e . ~  from a uscr of Ihc AOL Network (an 'AOL User")) regarding thc Adveniser 
Content or any olher conrent or materials Linked thereto or associated therewith 
("Ohjectinnahle (:nntcnt"), Ad~~ertiwr shall, tn the extent n ~ c h  Ohjectirmahle Cnntent i~ 
w i h h  Adveniw's control, use commercially reasonable effons to respond in good faith 
to such complaints or conccms, providcd thcn: is no obligation to r m v c  any such 
Objection3ble ContenL Advertiser shall take 


all sleps ncmsary lo ennlre Lhat any contest, sweepslakes or similar promotion 
conducted or promoted Ihmu& the Adverdsemenls complies with all applicable fcderal. 
statc and local laws and rcplations. 


4. Operations. Advertiser shall ensure Lhat the Advertisements aod the A d ~ ~ R c i x r  
Content are in compliance with AOL's thcncumnt generally applicable technical 
rmdanls Tur the Dt~igmaled Smice(s). In the evcnt that the A d m ~ i s m m l s  rails w 
comply with AOL's gmcrnlly opplicnble technical stMdnrds for thc Desipntcd Service. 
AOL shall havc h e  right to cease or decrease the placement of the .r\dvertisements, and 
if Adveriiser is unable to cure such non-compliance wilhin f ive  business days a h  
nulicr Tnrm AOL, AOL shall haw Ihe right to trrminale thib Inxrlion Ordn a d  nlfund 
to Advmiser fees paid to date on a promb basis for m y  irnprcssions thnt were not 
delivered. Additionally. AOL will be entitled to discontinue the Advertisements to the 
extent such Advenisements or the Advmiser Conlenl will, in AOL's good faith 
judgment adversely affect the ope~ations of tllc AOL Network. 


5. Tlird-Party Ad Sening. In the event that Advertiser elects to serve the 
Adveriixments lbrough a third-party ad serving system, such election shall be subject lo 
the fulluwinc reuuirrmcnls: (a) Advt7list.r shall elect sulelv frurn lilnonc the thud oarties .. . . , ~ .. 
u,hich then appear on AOL's npproved third-pnrty nd server list, (b) Advertiser shall 
comply with all rearonable requirements set by AOL for the use of a thiid-party ad 
w i n g  system. (cj Advertixr shall ensure that its chosen third-party ad server complies 
with all xawnablc n lqu immts  x t  by AOL for the saving ofAdvcrlismmLs inlu the 
AOL Network, provided thnt hilure of the third-party to comply wilh AOL's reusonable 
requirements shall not be deemed a breach of this Insenion Order by Advertiser so lung 
as Adveniser ceases to use such W - p a r t y  to serve the Advenisements immediately 
upon notiu h m  AOL that such third-pany is not in co~upliancc with AOL's rcasonable 
requirements, ~d (d) MY WaGc or impression reports provided to Mveniser by such 
third-pariy shall have M effect on AOL's obligations undcr this Insertion Order (i.e., the 
impression repom provided to Advertiser by AOL shall be Be conWolling reports for 
purposcs of this Liscrtion Order). 


6. Production Work. Unless expressly provided for elsewhere in this lnsntion 
Ordcr. AOL shall havc no obligation to prov~de eny crralive, dcsign, technicd or 
nrduction x r v i c n  to Ad\.crtiwr ("Srrvicci~. Delivc~v bv AOL ofanv %vice, , t~i l l  


4 -, - ~.. 
be subject to (i) AOL's nvnilabilit; to the requested work, (ii) execution by both 
parties of a separate work order specifically outlining the Services to be provided and the 
fecs to 
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be paid by Advotisa f a  such Services and (iii) paymenl in advance by Advertisa of acknowledges that its utilizalion of any AOL Keyword Term will nolcreale in it: n u  
such fees. will i! represent i! has, any right. litle or interest in or to such .40L Keyword Term. other 


than the right title and intcrcst Advertiser holds m Advcrtiscr's rcgistcred badmark 
7. Customer Senice; Taxcn Advcrtisa shall bcar full responsibility for all independent of the AOL Keyword Term. [Adveniser shdl ensure that navigation back to 
as tamer  senrice, including without limitation, order processing, billing, fulfillment, the AOL Network from any Advertiser sire, whether through a particular poinla or link. 
shipment collection. returns and char@acks, a d  other customer support associated the 'back" button on an Internet browser, the closing ofan active uindow, or any othcr 
wilh m y  products or m i c a  oEmd.  sold or l i m s u l  thmugh the Advcrtismmls, and rchm mechanism, shall not be interrupted by Advertiser thmugh the use of any 
AOL will hnvc no obligntions whntsoever wilh respect thereto. Advertiser win collect Intermediate screen or other device not specifically requested by theuser, including 
and pay and indannify and hold AOL harmless fmm, any sales, use, excise, import or . wilhnut limitatinn thrnogh the ute nrnny html popup window nr any nther qimilar 
expon. value added or similar b x  or duty arising 6om or related to the Advenisemmts. device. LBG?] 
including any ptndtics w d  inlnrst, as well zs any coltv a~sociatcd wilh theculln-tiun or 
wilhholding thereof, including attorneys fees. The foregoing provisions of Lhis section 9. Pny men(; Suspension. Advertiser n p e s  to pay AOL for a11 ndvenising disphycd 
shall sunrive the campletion, expiration, termimtio~l or cancellation of this I n m i o n  in accordance with the agreed upon amounts and billing schedule shown on the Insenion 
Order. In the event that this Insenion Order identifies any of AOL's 'Shop@" areas (or Order. 
similar or successor shopping areas) as a location where an Advcrtiscment will be 
displnyed, Advertiser shall comply with hOL's  then-current mcrchanl ccrtificntion 10. Limitation orliability; Disclaimer; Indemnification. (A) SUBJECT TO 
standards. SECTION 6 ABOVE AND SUBSECnON 9(D) BELOW. UNDER NO 


CIRCUMSTANCES SHALL EITHER PAKTY BE LWBLE TO THE OTHER PARTY 
8. Search Terms; Keywords; h'avlgation. To thr cxtcnt Advrrlixr is p d u i n g  FOR INDIRECT, INCIDENTAL, CONSEQUENTIAL, SPECIAL OR EXEMPLARY 
m e  or more Advertisements relnred to a 'search" term(s), Advertiser represents and DAMAGES (EVEK IF SUCH P A R N  HAS BEEN ADVISED OF THE POSSIBILKY 
wanants that Advertiser has the legal rights necessary to utilize such search term in OF SUCH DAMAGES), ARISING FROM ANY ASPECT OF THE RELATIONSHIP 
connection with Ihc Advdsement(s). To lhc extent Advertiser is purchasing a search PROVIDED FOR HEREIN. NEITHER PARTY SHALL M ANY EVENT BE LIABLE 
krrn for a flat f a  (ralhcr thm purchasing n quantily ~Cunprrssiuns based m a CPM- TO THE OTHER PARTY UNDER THIS INSERTION ORDER FOR MORE THAN. 
based price), such flat fee entitles Advertiser to up to one lhousnnd (1.000) impressions THE AMOUNT TO BE P.41D BY ADVERTISER DURING THE YEAR IN WHICH 
per month. If h e  relevant search term generates more than 1,000 impressions in any THE LIABILITY ACCRUES. (B) AOL MAKES NO AND HEREBY SPECIFICALLY 
n~onth, AOL may sell the impressions in excess of 1,000 to another advertiser, or may DISCLAIMS A W  REPRESENTATIONS OR WARRANTIES: EXPRESS OR 
provide Advertiser the opportunity to purchase some or a11 of the add i t iod  in~prcssions IMPLIED, REGARDING THE AOL NETWORK OR ANY PORTION THEREOF, 
for nn additional fee. Any "keyword" t e r n  for mvipation from within the proprietruy INCLUDIYG ANY IMPLIED WARRiNTY OF MERCHANTI\BILITY OR FITNESS 
America Online brand service or "$0 word" terms for navigation from within the FOR A PARTICULAR PURPOSE, IMPLIED WARRANN OF SON- 
proprietary CompuServe brand service ("AOL Keyword Terms") (as conmsted to INFRINGEMENT. AND IhiPLIED WARRANTIES ARISMG FROM COURSE OF 
"search" terms) which may bc made available to Advertiser shall be (i) subject to DEALING OR COURSE OF PERFORhlANCE. WITHOUT LIMITING THE 
availability and (u) limited to h e  combi i~ ion  of the 'keyword' or 'go word' modifier GENERALITY OF THE FOREGOMG, AOL SPECIFICALLY DISCLAIMS ANY 
combined wilh a registered trademark of Advertiser. Advertiser shall promote any AOL WARRANTY REGARDNG (I) THE NUMBER OF PERSONS WHO WILL ACCESS 
Keyword Tenn provided to it at least as prominently as i! pmmores any o lho  internet THE ADVERTISER COh-fFNT OR "CLICK-THROUGH THE 
keyword: R a l  name" or othcr similar search term ar address for the Advmiscr Content ADVERTISEMENTS, (11) ANY BENEFIT ADWRTISER MIGIIT ODTAIN IROM 
other than theURL for the Advertiser ContenL AOL reserves the right to revoke a1 any NCLUDIYG THE ADmRTISEMENTS WITHIN THE AOL NETWORK AYD (III) 
time Advert~w's use nf any AOI. Keywnrd Terrnc which dn nnt incnqmrate regiclered THE FIIU(:TIONAI.ITY, PERFORMAN(:E OR OPERATION OFTHE AOI. 
trademarks of Adveniser. Adveniser NETWORK WITH RESPECT TO THE ADVERTISEMnTS. (C) ADVERTISER 


ht4KES NO AM) IIEREDY SPECTICALLY DISCLAIMS ANY 
REPRESENTATIONS OR U'ARRANTIES. EXPRESS OR 
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IMPLIED, REGARDING ITS GOODS OR SERVICES OR ADVERTISEMENTS OR bulk m a i l  solici~atiuns or  cumrn~mications bough or inta AOL's ~ rodnc t s  o r  savices 
ANY PORTION THEREOF. INCLUDING ANY IMPLIED WARRANTY OF (including. without limitation. h e  requirement that Advertiser providc a prorninenr and 
MERCK4NTABILITY OR FITNESS FOR A PARTICULAR PURPOSE. IhfPLlED casy mcans for thc ncipicnt to "opt-cut" of receiving any future commercial cmail 
WARRAhTY OF KON-INFRIKGEMENT. AND IMPUED WARRANTIES ARISING wmrnunications from Advertiser). (b) A d v d s e r  shall en= that its collection, use and 
FROM COURSE OF DEALING OR COURSE OF PERFORMANCE. (D) Adveniser disclosure of information obtained 5om AOL Usen under this Insmtion Order ("User 
hereby agrees to indemify, defend and hold harmlcss AOL and the offims. duecms. Information") complics with (i) all applicable laws and regulations and (ii) the then- 
agcnts, affdiatcs, distributors, fmnchiscs and employees of AOL from and against all m n t  privacy policy(ies) of the applicable Dcsipatcd Scrvice(s) (or, in h c  case of 
claims, actions, liabilities, losses, expenses, damages and costs (including, without information collected on Advertiser's site, Advertiser's standard privscy policies so long 
limitation, reawnahle aunmeyr' fees) that may at any time he incurred hy any of them ar roch policieq are prominently puhlirhed nn thc site and prnv~dedequate notice, 
by reason afany claims. suits or proceedings: (a) for libel, defamation. violation of right disclosure and choice to users regarding Advertiser's collection. use and discbsurc a f  
of privacy or publicity, copyright inf ingmcn4 hadmark infringement or  other uscr information). Advcrtiscr shall limit use of the User Information collected thou$ an 
infringement of any third-party right. 6aud. false advenising, misrepresentation, product Infomation Request to the Specified Purpose. In the case of AOL Users who purchase 
liability nr vinlatinn of any law. statute, ordinance. rule or  regulation thro~lghnnt the pmduclr nr services t o m  Advertiser. Advertireraill he entitled to incnrpmate such 
world in connectio~] with the Advertisements; or  @) arising our of any material breach AOL Usen into Adveniser's aggregate lists of customers; provided that Advertism shall 
by Advirtiscr of any duty, rcprcscntation or warranty undcr this Inscnion Ordcr. AOL in no way disclorc Uscr Information m a  manncr that idcnrifics AOL Uscn ar cnd-uscrs 
bereby a p e s  to indemnify, defend and hold harmless Advertiser and the officers, of an AOL product or service, provided that inclusion of AOL User email or Ihf 
directon, egentr, affiliates, dislributon. banchises and employees of Advertiser from addresses as part of an agmga te  list shall not be deemed a breach of this provision. This 
and against all cldi~ns, actions, liabilities. lossts, cxpmss ,  dunages and costs xcliun shall rurvivc h e  cumplction, cxpirdtiun, wrminatiun ur cnnccUhtiun u l  this 
( k l u d i n ~ ,  without limitation, rensonnble attorneys' fees) that may nt m y  h u e  be Insertion Order. 
incurred by any ofthem by reason of any claims, suits or proceedings: (a) for libel, 
defamation, violation of right of privacy or publicity. copyright infringement, trademark 12. Rrprrsrnlatinns and Warrant ies  Fachprty tn this Inrert~on Orderreprewnm 
infriningmcnt ur uthcr inliingnnent uf any hid-pir ty right kdud, Kdse d v d s i n g .  and warrants to the other party that: (i) such pny has the full colporate righ4 power and 
misrepresentatio~l. product liability or violation of m y  Lnw. stntute, ordinance, rule or  auhoriry to cntcr into h i s  lnscrtion Ordcr and to perform thc acts rcquircd of it 
regulation throughout tbe wodd in connection wilh the AOL Network; or @) arising out hereunder, and (ii) w h m  executed and delivered by such pan!, this Insertion Order will 
of any marerial breach by AOL of any duty. representation or  uHai-ianry under this ennctinite the legal, vnlid and hinding nhligatinn o f  n ~ c h  p n q ,  enforceable againrtrl~ch 
Insertion Order. The indcmnificd pany shall notify thc indemnifier of any claim, action party in accordance with its terms. 
or demand (an "Action")for which indemnity is chimed. Indemnifier's counsel 
defending such Action shall h subject to the indemnified parry's prior written approval. 13. Termination. Eiher  pnrty mny tetminnte this Insertion Order nt any time w i h  
The indemnified p a w  reserves thc right to p h c i p a t e  in the defense of any Action at its WTitten notice to the other party in the event of a material breach of this Insertion Order 
m n  expcnse. Scttlemcnt of my  Action shall bc subjcct to h c  indcnlnificd party's prior by the other party, which remains uncured after thifiy (30) days wrinen notice thereof; 
written approval. This section shall survive the completion, expiration. termination or provided that the cure period in co11nec1io11 with Advertiser's failure to makc any 
cancellation of h i s  Insertion Order. payment to AOL required in the Insertion Order shall be ten (10) days rather han  hLty 


days. AOL may terminate this Insenion Order immediately following written nolice to 
11. Solicitation. (aj Advertisn h a l l  not x n d  unsulicitd, w~nmenia l  m a i l  ur ulhu Advertiser if Adveniser (1) ceases to do business in the normal w m e ,  (2) becomes or is 
online communicntion (i.e., "spurn") Uuough or into the AOL Network, nbsent a prior dcclarcd insolvent or b a n h p 4  (3) is h e  subject of any proceeding relatcd to its 
hsiness  relationship with h e  rrcipicnl, and shall comply with any other standard 4 0 L  liquidation or insolvency (whether %oluntaq or involuntary) which is mr dismissed 
policies and Limitationsrelating to distribution of within ninety (911) calendar d a p  nr (4) make< an arsibmment for the henetil nf creditors 


In 
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the event ofany termination AOL will refund la Adveniser the pro-rah porlion of rely upon any such provision or right in that or any olher instance. Except where 
payments atmbutable to the impressions not delivered. otherwise specified herein. the r i9 t s  and remedies granted lo a pany under this lnsenion 


Order arc cumulative and in addidon to, and not in lieu of, any orher rights or remcdies 
14. Confidentiality. AOL and Advcrtiscr cach agccs that it will take rcasomblc which the party may possess at Irw or in equity. Neither party will be liable for. or be 
steps, at kast  substantially equivalent to the sleps it takes to protect iu  own proprietary considered in breach of or deinl t  nuder lhis Insertion Order on accollnr ofany delay or 
information. during the tern of this lnsenion Order, and for aperiod of three years failure to perform as required by this lnsenian Order as e result of any causes or 
fulluwing cxpirdtiun ur tnmimtiun 01 this I n m i o n  Onla ,  tu prevent the duplicatiun ur conditions which arc beyond such party's reasonable control and which such party is 
disclosure of Confidentinl hformotion of the other pnrty other hnn by or to its unable to overcome by the exercise of reasonable diligence. Advertiser shall not use, 
employees or agents who must have access la such Confidential Information to perform display or  m d i f y  AOl.'s mdemarkc in any manner ahrent AOl.'s exprs r  prior written 
such party's obligations haeunder. which employees or agents are subject lo strict approval. This Insmion Order sets fonh the entire agreement betwcen Advertiser and 
conlidtntiality ubligitiuns. Notwithstanding the furrguing, eithm party ]nay discluse AOL, and supmcdcs any and all prior agramcnts ofAOL or Advcrtiscr with respecl to 
Confidentinl Information wilhout the consent ofthe other pnrty, to the extent such the transactions set fonh hereln No change, amendment or modification o f  any 
disclosure is required by laus, rule, regulation or govemmmt or court order. In wch provirion of this Inwrtion Order shall he valid unless set forth in a written inrtrument 
event, the disclosing party shall provide at least five (5) business days prior written sifined by the party subject a enrorcement of such arnendmenr Neilher parry shall 
notice of such proposed disclosure to the other parry and shall submit a request to the assign chis lnscrfion Ordcr or any right, intcxst or bcncfit undcr this Insertion Orda 
npplicnble governing body thnt this lnsmion Order ipr portions thereof) receive without the prior written consent of the other pany except in connection with a changc of 
confidential treabnent to the fullest extent permitted under applicable laurs, rules and conaol of such assi&?lor. Subject to the foregoing, this insertion Order shall be fully 
regulations. "Confidential Information" shall mean any information relating to or binding upm, i n m  IU lhc benefit urand be cnfurccablc by the parties brrrlu a d  their 
disclosed in the course of this Inscrtion Order, which is or should be reasonably respective successon and nssigns. h the event ihnt m y  provision ofthis Insertion Ordn  
understood lo bz confidentid or proprietary to the disclosing pmy,  including, but not is held invalid bq a court with jurisdiction over the parties to this Insertion Order, 
limited m, the material tRmr of this Insertion Order and infnrmation a h l ~ t  AOI .  IIscn. (i) such provision shall be deemed to be restated to reflcct as nearly as possible h e  
"Confidential Information" shall not include information (a) already lawfully known to original inltntiunr urthc parlie, in accurdmcc with applicable law w d  (ii) Lhe mnaining 
or independently &velopcd by rbe receiving party, @)disclosed in published materials, terms, provisions, covenants nnd restrictions of this Insertion Order shall remnin in full 
(c) generally known la the public, or (d) lawfully obtained born any third-party. Upon force and effect. This Insertion Order may be executed in counterparts, each of which 
the cxp~ratinn or termination o t  this lnrertinn OTder, each party will, t ~ n  the written shall be deemed an original and all of which together shall constimte one and the %me 
request of the other pany, return or deshoy (at the option of the party receiving the document. TIUS Liserlion Older shall be il~tcrprcted, conrtmed and enforced in all 
xquzslj all Confidential hformation specified by h c  othcr party. This section shall respects in accordance with the laws ofthe Commonwenlth ofVirginin, except for its 
survive the completmn, expiration, termination or cancellation of this Insertion Order for conflicts of laws principles. Adveniser hereby irrevocably consents to the jmisdicdon of 
the three year period specified herein. the courts of rhe Commonweallh of Virginia and the federal c o w s  situated in the 


Commonwealth ofVirginia in connection with any action arising under this Insenion 
15. hliscellaucous. nn parties to this lnscrtion Order are independent contractors. Order. Any notice or other communication under this I n m i o n  Order will be given in 
Neither p ~ t y  i s m  agent, representative or  pytner of he  other party. Neither party &all writing and will be deemed to have been delivered and given for d l  purposes (i) on the 
have any righ~, power or anthority to a t c r  into any agreement for or on behalf of. or delivery d a k  if delivered by confirmed facs~mile or in person to the party to whom the 
incur any obligation or liability of. or to othenuix bind, rhe other pany. The failure of r v l c  is directed, (ii) one business day aftex dcposit with a comn~ercial overnight carrier. 
eilhcr party to insist upon or cnforcc slrict performance by thc othcr party of any with written verification of receipt; or (iii) five business days after the mailing date. 
provision of this Inserti~n Order or a exercise any right under this Insertion Order shall whether or not actually received, if smt hq I I.S. mall, return receipt requeqted. pnstage 
m t  he cnnrtnled a< a waiver or r e l ~ ~ u i s h m m t  (n any extent of such party's right (n and charges prepaid, or any oker  means of rapid mail delivcry for which a receipt is 
a s sm or available. Each party shall take such action (including. but not limisd to. the execution, 


acknowledgment and delivery of documents) as may reasonably be requested by any 
other party for the implemenution or continuing performance of th~s Insenion Order. 
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EXHIBIT D 


Behavioral Targeting Specifications 


(a) Tracking. Advcniscr shall occuratcly track uscr registrations g inmtcd  within thirty (30) days of dislribution of an applicable promotion on thc AOL Nctwork. .4dvcrtiscr shall cnsurc 
that such tracking nlso accura~ely generates the following information nbout each new regishant: regislntion, and conversion to trial subscriptions. Advertiser shall deliver to AOL nll 
information generated by such [racking on a monthly hasis m an aggregated form. 


( b) Web Ucacons . Ad~,crtiscr undcrsmds and a5cs that AOL may use cookies, wcb beacons, pixcls, andlor olhcr tcchnologics (collcctivcly, thc 'Wcb Bcacons") on thc .4dvcrtiscr s i t a  
to collcct non-personally identifiable infomtion in connection wilb this Apcrnen t  (thc '1-on-PII")luding but not limited to (i) for genml  reporting purposes, including the compilation 
of statistics, slich as the lntal numher of d s  delivered, that may he pmvidal to existing and potential cushmers; ( i ~ )  for scheduling and op~imiration of pmbmmmin$, pmmotionr, and other 
activities associated with this A g x m c n &  (iio for tracking of user rcgisuation. geographic. beha\,ioral, demopphic,  transactional, and olher dcrived data, and (iv) ifrcquind by coun order, 
law, or govonmmtal agncy.  Thc Non-PI1 may include, without limitation, information such as wcb pagcs vinucd by a uscr, datc and umc, domain typc, and msponscs by a ujcr to an 
advertisement, and any othcr data that Ad~crtiser may pass to AOL (i.e.. transaction identification information, transaction revenue estimates and information, and other reasonable 
intinmlatinn availahlc to Advertiser. 


(c) Data Rights & Ownership . AOL owns aU right, title, and intcrcst in and to a ~ ~ y  data collcctcd fio111 thc Web Bcacons and all proprietary rights dic~cin. Adve~liscr agrecs ha t  AOL 
will have h e  right to use and sebmont such data m its soIe discrelion for all purposes relating to its business including, without IiniLltion, fur purposes ofproviding general client and 
indusby reporting and advertisement scheduling. m e l i n g ,  and delivcly oplhizalion ncross Ihe 4 0 L  Nehvork and any ofher advalising invcnloly available lo AOL. ln addilion, AOL will 
have the r i ~ t  to use and disclose non-PII for purposes including but not limited to: (i) for general reporting purposes. including the compilation of slatistics, such as the total number ofads 
dclivned, t h a ~  may bc pmvidcd to cxisling and polcntial customm; (ii) for scheduling and optimization of programming, promotions, and othcr activities associated with this Agrmnent. 
(iii) for wcking ofuserrcgisation, geopphic,  behavioral, demographic, Iransactional, and other derived dam, and (iv) ifrequired by coun order, law, or governmental agency. 


(d) Web Beacon Placement. Advertiser will place one or  more Web Beacons on the landin6 p a p  ofthe Advertiser Site in accordarcewith the specifications provided by 
AOL. Adverliser ab7t.t.s thal i\ will be wkly  n>pn, ible  fur inwing  piuper lunctiuning m d  placcmcnt u1 such Web Beacunb. 


(e) Advertiser represents and warrants b t  it wiU provide notiee for, and fully disclose, its privacy policies and practices to users of its nebsile(s), and any other policies snd 
practices w ~ r h  respect to the cnllection of infnrmat~nn on ~ ~ c e n  of its wehsite(s). 


(I) Omnilum . Adverliscr shall inkgrate Omniture lrdcking1Ln lhe Cuslurnued Sile in acwrdmcc with AOL'srrawnable ~pecificalions. 
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SCREENSHOTS 
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Channel Level Promotions 
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Contextual Music - AOL Music CD Listening Party 
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Contextual Music - AOL Video Player 
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Contextual Music - AOL Artist Main 
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COMMISSION PURSUANT TO A REQUEST FOR CONFIDENTIAL TREATMENT. 


Contextual Music - AOL Album Detail Page 
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Contextual Music - AOL Top 11 Countdown Show 
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Contextual Music - Commerce Drawer on AOL Artist Main 
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Contextual Music - Commerce Drawer on AOL Discography 
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Contextual Music - Commerce Drawer on AOL Song Search 







PORTIONS DENOTED WlTH ["'I HAVE BEEN OMITTED AND FILED SEPARATELY WlTH THE SECURITIES AND EXCHANGE 
COMMISSION PURSUANT TO A REQUEST FOR CONFIDENTIAL TREATMENT. 


Contextual Music - Commerce Drawer on Songs & Samples 
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Contextual Music - Commerce Drawer on Songs1 Videos 
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Contextual Music - AOL Radio 
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EXHIBIT F 


AOL PERFORMANCE NETWORK PROMOTIONS 


1. Sitc and Products. Thc IITTPNRL addxss to bc conncctcd to the promotions provided in connection with this Insertion Ordcr (" Pcrfonnancc Promotions ") shall bc a vcrsion of thc 
site located at wwa..napstcr.com and any related web pages or pager linked hereto (e-g., splash pages or orderin&egistration pages), customized if and to the enlent necessary to 
cnmply with the applicable reqnircmmts herein (Ihe " Advertixer Sitc "). Thc nnly prnducts and!nr scrvices that may he ntkred nr prnmntd hy Advertiser in the Per fomice  
Promotions or on the Advcniscr Site are the Advcniser Products. The Adveniser Site shall not promote the producls or services of any third party (or any products or snvices othcr 
than thc Advcrtiscr K'ruductsj without AOL's wriacn conscnt (including indirectly via any pop-up, pop-undcr, ctc.). For thc purposcs of this Agrccmcnt Pcrfonnancc Promotions shall 
be considered Advcnisemmls. 


2. Optimization Technnlnev . AOl. may, thrnugh it? al7iliate. Advenising.cnm, nr designated third party vmdnr, serve b e  Pzrfnrrnance Prnmntinnc, and track relatd click-brnngh and 
conversion meuics (where applicable), utilizing cenain inventory optimization technology (the " Optimization Technolo~y '3. Prior IO launch of any P~formance Promotions, 
Advcrtiscr will lake all actions necessary to enable AOL, Advertising.com, or AOL's desipatcd third party vcndor, to track click-lhroughs, including delivering uniquc Advenixr Site 
URLs as requesled by AOL. 


a Trackine Tner . During the Term, Adveniser a p e s  to place on mutually xgeedupon pxge(s) of the Advertiser Site n pixel backing L I ~  as necessary for backing .md reporting 
through the Optimization Technoloa (the "Tracking Tag"). Unless cthmvise apvoved by AOL, the pagc(s) conhining the Tncking Tag shall be accessible IO m y  visitor to the 
Advmiser Site (regardless of whcthcr such visitor linked to h e  Advcrtiscr Sitc &om the AOL Network). Advertiser agrees to d i x l o x  within its standard privacy policy (in o 
clear and conspicuous manner) the data use and collection practices rclated to the Tracking Tag on the Advertiser Site. 


b. Web Beacon Placement . Advertiser a p e s  thal Advertiser shall be solely responsible for insuring pmpcr placemenr of the Web Beacons on Advertiser's wzb sile, including 
making sure that the Web Beacons only uack the Actions to which Adveniser's cmpaign relates. lo the went that Adveniser impropaty places the Web Beacons on 
Advmiscr's wcb ritc. resultiug in, anlong othcr things, AOL or it's affiliate, .4d.con1 trafficking Advelliser's canlpaiy baxd on misleading cmnpaign pcrforniancc resulb, the 
parties ngree thnt ,\dvertiser shdl  pay .\OL bused on AOL's renjonnble estimntim of ,\ctions delivered: os determioed in AOL's sole discretion. Advertiser fuliherunderstnnds 
that maintaining Advertiser's web site on which the Web Beacons are placed in p o d  working order dcring the term of the .4geement is critical to the success of Adveniser's 
campaign. Accordingly, in the event that Adseniser's web site on which the Web Beacons are placed hils to operate in ~ o o d  working order (ic.. goes down) at any lime during 
thc tcrm of the Agrecmcnt, Advmiser shall notify AOL h a t  Advcniscr's wcb site has gone down within thra (3) houn of Advertiser's web site going down. If Advertiser fails 
IO provide AOL wilh notification as required abobe, the panies agree h a t  AOL may biU Advertiser based on AOL's reasonable estimation of Actions. % determined in AOL's 
snle discretinn, that wnuld have hem delivered during the period that Advertise<< weh site was nnt tunctinning. 


c. Conversion Criteria .In addition, in the event that Advertiser is paying AOL a Bounty for any convenion meuics olher than click-houghs, then the following shall apply: A 
"Conversion" s h l l  cqual all Vicw-Based Conversions subject to the Conrc:sioti Criteria, and all Click-Bascd Convcrsiotis subject to tllc Conversion Criteria. 


A' View-Bused Conversion " shall mean h e  sewin; of n Trncking Tag to an AOL User during a visit to the Advertiser Site not initiated by clicking through nn 
Advertisemenl, u,hcre such visit occurred within a certain number of days (he  ' Vim-Based Latency Window ") after such AOL User was exposed to an 
Advertiscmenl. 


A " Click-Based Conversion " shall mean the scrvin: of a Tracking Tag to an AOL IJserduring a visit to the Advertiser Sitc, when such visit occul~ed within a 
certain nurnbcr of d a y  (thc " Click-Bascd Latcncy Window '3 aftm such AOL Uscr had clickcd on an Advcniscmcnt (but had not trigc'cd an Instant 
Conversion). .4dverfirer shall pay AOL a Bounty for One Hundred percent (I 00%) of the number of Leads arising from Click-based Conversions ha t  occur with 
thlrty (?U) days of initial 
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exposure lo an Advmisement. Such percentage and numbcr of dabs may te adjusled pursoan~ to Ihe terms of lhis ngreernent 


Subsequent changcs to the Conversion Criteria may be made pursuant lo Section 3(b) below. 


3. Economics. 


a w. A d v d s c r  shall pay to AOL a $[**'I CPA bounty C'Bounry") for Advcrtisenicnn in thc AOL Pcrfom~ancc Ncrwork up to a nlaximuni aggngatc of ["'I dollars($[***]) 
("Performance Czp"). CPA shall mean when a user clicks through the Performance Pmm~tions sewed by AOL and downloads the Napster software for a bee trial. Bounties acquired 
thmogh the AOI. Perfnnnance Nctwnrk will cnunt tnward hoth the ["'J threshold in Scainn 5 nfrhc Agreement and the ["'I threshold in Sectinn 7 nf the Agreement. 


b. G u ~ m n t e e  . The spend commicnent of [ * * * ]  Dollm (S['**]) hereunder is 3 gumtecd.non-refundable 3moonL In L!e cvenl that thc Performsnce Promotions m tmnmatcd bv e ~ d c r  
party or cithcr Parry rcascnably bclicvcs that &c Pcrformancc Cap will not bc nlct duringthc In~tial Tcrm of &c Agrccmcnt, thcn thc bdancc of Lkc Pcrfmlmcc Cap &at is pot uscd 
will be reapplied loward the following AOL Network .4dvenisemenls and shall not be refunded: 


IIigh Keach Social Nctwork AOL 728x90 (ICM) -$[**'] CPM or 
Such olhcr advcrtisnnmh as are rnulually uvwd tu by thr panics. 


4. Promotions. Notwithstanding anything to thc contrary, any Pcrformancc Promotions shall bc at -4OL's solc discrction; AOL docs not guarantee any spccitic minimum lcvcl (c.g.. 
number or location) of placemenls, impressions, click-throughr. or any other promotions or metrics; and AOL may cease the sewing of Performance Promotions at any time. In the 
event of a conflictbetween the insertion Order and this Exhibit then the terms of this Exhibit shall govm.  







Exhibit 21.1 


Subsidiaries of Napster, Inc. 


State or Jurisdiction of 
Name Incorporation 


Napster, LLC Delaware 
Napster UK Ltd. United Kingdom 
Napster Deutschland GmbH Germany 
Napster Luxembourg, S. a r. I. Luxembourg 
CGIVerwaltungsgesellschaft mbH Germany 
Napster Card Company, LLC Virginia 







EXHIBIT 23.1 


CONSENT OF INDEPENDENT REGISTERED PLlBLlC ACCOUNTING FIRM 


We hereby consent to the incorporation by reference in the Registration Statements on Form S-3 (No. 333-106991, No. 333- 
1 12487, No. 333-1 17520, No. 333-1 22658 and No. 1271 25) and Form S-8 (No. 333-60640, No. 333-81 522, No. 333-88504, 
No. 333-106923, No. 333-1 10522, No. 333-116474, No. 333-125781 and No. 333-134925) of Napster, Inc. of our report dated 
June 4, 2007 relating to the financial statements and the financial statement schedules, management's assessment of the 
effectiveness of internal control over financial reporting and the effectiveness of internal control over financial reporting, which 
appears in this Form 10-K. 


IS/ P RICEWATERHOUSE C OOPERS LLP 


Los Angeles, California 
June 6,2007 







Exhibit 31.1 


Certification o f  Chief Executive Officer required pursuant t o  
Section 302 of the Sarbanes-Oxley Act o f  2002 


I, Wm. Christopher Gorog, certify that: 


1. I have reviewed this annual report on Form 10-K of Napster, Inc.; 


2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material 
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not 
misleading with respect to the period covered by this report; 


3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly 
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the 
periods presented in this report; 


4. The registrant's other cemfying officer and I are responsible for establish~ng and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in 
Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 


a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated 
subsidiaries, is made known to us by others within those enlities, particularly during the period in which this report is being 
prepared; 


b) ~ e s i ~ n e d  such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with generally accepted accounting principles; 


c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this 
report based on such evaluation; and 


d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the 
registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and 


5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over 
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing 
the equivalent functions): 


a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report 
financial information; and 


b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrant's internal control over financial reporting. 


Date: June 6, 2007 IS/ W M . C HRISTOPHER G OROG 
WM. CHRISTOPHER GOROG 
Chief Executive Officer and 


Chairman of the Board of Directors 
(Principal Executive Officer) 







Exhibit 31.2 


Certification o f  Chief Financial Officer required pursuant t o  
Section 302 of the Sarbanes-Oxley Act of 2002 


I, Nand Gangwani, certify that: 


1. I have reviewed this annual report on Form 10-K of Napster, Inc.; 


2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material 
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not 
misleading with respect to the period covered by this report; 


3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly 
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the 
periods presented in this report; 


4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in 
Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 


a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be 
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated 
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being 
prepared; 


b) ~es igned such internal control over financial reporting, or caused such internal control over financial reporting to be 
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with generally accepted accounting principles; 


c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this 
report based on such evaluation; and 


d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the 
registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially 
affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and 


5. The registrant's other certifying officer and I have disclosed, based on our most recent evaluation of internal control over 
financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing 
the equivalent functions): 


a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial 
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report 
financial information; and 


b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrant's internal control over financial reporting. 


Date: June 6, 2007 IS/ NANDGANGWANI 
NAND GANGWANI 


Ylce President and Chief Financial Officer 
(Principal Financial and Accounting Officer) 







Exhibit 32.1 


CERTIFICATION PLIRSUANT TO 
18 U.S.C. SECTION 1350, 


AS ADOPTED PURSUANT TO 
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 


In connection with the Annual Report of Napster, Inc. (the 'Registrant") on Form 10-K for the fiscal year ended March 31, 
2007 as filed with the Securities and Exchange Commission on the date hereof (the 'Report"), I, Wm. Christopher Gorog, 
Chairman of the Board and Chief Executive Officer of the Registrant and Nand Gangwani, Vice President and Chief Financial 
Officer of the Registrant, certify, in accordance with 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes- 
Oxley Act of 2002, that to the best of our knowledge: 


1. The Report, to which this certification is attached as Exhibit 32.1 fully complies with the requirements of Section 13(a) 
and 15(d) of the Securities Exchange Act of 1934; and 


2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of 
operations of the Registrant. 


By: 1st W M . C HRISTOPHER G OROG 
Wm. Christopher Gorw 


Chief ~xecut ive Officer, 'nd 
Chairman of the Board of Directors 


(Principal Executive Officer) 


June 6.2007 


By: IS/ N AN0 G ANGWANI 
Nand Gangwani 


Vice Presldent and Chief Financial Officer 
(Principal Financial and Accounting Oflicer) 


June 6,2007 


This certification accompanies this periodic report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not 
be deemed "filed" for purposes of Section 18 of the Exchange Act, or otherwise subject to the liability of that section. This 
certification shall not be deemed to be incorporated by reference into any filing under the Securities Act or the Exchange Act, 
except to the extent that the registrant specifically incorporates it by reference. 
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Overview 


EM1 Group 
EM1 is the only major 
company focused purely 
on artists and music 


Turnover 52,445.8m; 
operating profit 5190.9m 


Dividend rebased to balance 
shareholder returns and 
investment needs 


Balance sheet now 
significantly strengthened 
through a refinancing for 
longer-term facilities and 
the use of the proceeds 
from the HMV flotation 
to repay debt 


Recorded Music 
Fundamental strengths: a 
world-class artist roster, breadth 
and depth of repertoire and 
an outstanding catalogue 


New management team now 
in place under Alain Levy 
and David Munns 


Restructuring plan on track 
to generate &98.5m annualised 
cost savings and reposition the 
business for future growth 


Music Publishing 
World's biggest and best 
music publishing company 


Excellent roster of hit 
songwriters, broad revenue 
base, deep catalogue, strong 
cash generation 


Once again produced 
excellent results and good 
growth acros? all income types 


Group turner  2,4458 2.672.7 
Et3rrDA (i) 241.9 389.5 
Group operating pofn (EBFTA) (i) 190.9 332.5 


153.3 259.5 MJustd !??.(!!I ...... ...................................... .................................. iiSP .. 
Adjuste'd diluted earnings per share (N) 2 1 . 9 ~  
.!..$. ! .  ................. .. - . -. -. . -._. .. .-. . ....... - .............. -.. .-..--. 8:9 ..... - 16.0P 
Return on sales (v) 7.896 12.4% 
Interest m r  (vi) - . 4.0~ 5.2 ....... - ................... - ........ -. ............... -. .- ..... - .........-...... - - .............. - ..... - ................................. - 
(* E B n M  is QDW ~mg pfi l  Ma0 offrmlg ~mtw-d dolns, depauSa, d amlsl ton 01 ad nwsk mp-. 
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Chairman's Statement % 


Eric Nicoli 
Chairman, EM1 Group 


From an operating and h-ading perspective, the past year was especially 
challenging, characterised by market weakness in some regions and our own 
underperformance in Recorded Music. But it was also a year when Music 
Publishing and parts of our Recorded Music business - in particular our 
UK labels - achieved great success. 


At a strategic level, we took swift action to address the weaknesses in our 
Recorded Music division, introducing a new management team under Alain Levy 
and implementing a f8r-reaching restructuring plan. l'he fnst phase oi'this plan, 
unveiled on 20 March 2002, is designed to establish a solid platform for rumre 
growth and to improvc profits substrrntially and rapidly. Further dctails are sct 
out between pages 6 and 7. We are pleased to report that this plan is progressing 
wen and will allow us to build on the fimdamental strengths of EM1 Recorded 
Music worldwide -an excellent artist roster, breadth and depth'of repertoire 
and an outstanding catalogue. 


We have also signilicantty strengthened our balance sheet. Since t l~e year end, 
we have compleled a refinancing which extends the term of our bank debt and 
has allowed us to broaden our sources of debt finance into the bond market 
We have also realised a significant proportion of our stake in HMV Group. 


Moving to the group numbers, turnover in the year decreased 8.5% to &2,445.8m, 
and group operating profit (EBITA) fell 42.6% to f 190.9m. As explained in our 
announcement on 5 February 2002, the decrease in group sales and profit this 
year related entirely to Recorded Music, where turnover fell by 11.1% to M,029.4m, 
and opelating profit (EIBITA) dropped by E144.4m to B3.im. 


The principal causes of this setback were a poor performance in the United States, 
release schedule slippage and market weakness in Japan, and the regional economic 
downturn in Ladn America. Although ralls in these areas fir outweighed gains 
in others, we did have commendable performances in the UK, France and, within 
Norlh America, Christian Music, Capitol Nashville and the Canadian business. 


Notwithstanding the weaknesses in the global record market, EMI Music Publishing 
had another excellent year. Ihrnovcr increased 6.6%, and operating profit 
(ERITA) grew 2.7%. The six and quality of our catalogue and our impressive roster 
of songwriters, combined with skilfiil and active management of both current and 
past hits, enabled us to expand our position as the global market Icadcr. Our 
sonapmiters picked up numerous awards and we were once again named Music 
Publisher 01 the Year in all important territories. 







The fall in group operating profit indicated above was partially offset by a drop 
in interest charges resulting fiom lower average interest rates and by an improved 
contribution from HMV Group. 


Profit before tax, amortisation and excepljonal items was f 153.3m in the year 
ended 31 March 2002, slightly above our earlier indications, but down hom 
&2595m in the previous year. As a result, adjusted diluted earnings per share 
decreased to 1 1 -8p from 21.9~. 


As indicated in March 2002, there is an exceptional charge in the year of &242.4m 
relating principally to the restructuring and rationalisation of the Recorded Music 
business. This restructuring is expected to deliver annualised cost savings of almost 
&loom, the great majority of which will arise in the current financial year. In 
addition, HMV Group incurred an exceptional charge in the year, of which 
EMI's share was 212.4m. 


To maintain an appropriate balance between dividends to sharcholders and 
retaining capital to invest in the business, the Board has decided to rebase the 
annual dividend. Accordingly, as announced in March, h e  Board is proposing 
a final dividend of 3 .75~  per share, making the total 8p per share fdr the year 
ended 31 March 2002 compared with 16p last year. Looking forward, the Board 
will consider the level of dividend in the light of progress within the business. 


On 15 May 2002, HMVGroup floated on the London Stock Exchange. On flotation, 
EM1 realised f 122.9m in cash and retained a 14.5% holding in the company 
a further payment of f19.4m is expected to be made in July in respect of the 
repayment of senior preference shares. EM1 acquired its original stake in I-XMV 
Group for $96.5m, having sold the HMV music retailing and Dillon's book 
retailing businesses to a management buy-out in March 1998. 


This has been a year or challenges and change for our employees. I thank all 
my colleagues for their continued dedication and hard work. 


In the year just ended there were a number of changes to the Board. Alain 
Levy joined in October 2001, succeeding Kcn Berry, and Roger Faxon joined 
in February 2002 on his appointment as Group Chief Financial Officer, replacing 
Tony Rates. Rogerjoined EM1 in 1994 and, before taking up his current rolc,was 
Executive Vice President and Chief Financial Off~cer of EM1 Music Publishing. 
Finally, Michael Jackson resigned from his position as a Non-executive Director 
on 7 May 2002 to avoid a potential conflict of interest 


Looking forward, wc arc now well cquippcd to cxploit thc opportunities and 
face the challenges presented by a world music market that, in the hturc, will 
be more compctitivc and more dynamic than ever befbre. Our restructuring 
plans lor Recordecl Music are on track and our Music Publishing business 
continues to flourish. Shareholders can, herefore, expect a subsmltial 
improvement in operating performance in the year ahead. Longer term, by 
focusing on hndarnentals and investing in creative excellence, we intend to 
deliver sustained sales and profit growth. 


Eric Nicoli 
Chairman 







































The New EM1 Recorded Music e 


We believe we can consderably improve 
EMIS near-tern performance horn the 
changes h d y  irnplanented, and we are 
optimistic that the broader challenges will 
present significant opportunities.' 


Alain Levy 
Chairman and CEO, EMI Recorded Music 


We are shaping EM1 Recorded Music for the 
future, positioning it to deliver both top fine 
growth and higher margins Cost reductions 
-axe essential, but the longer-term priority is , 


to urnprove the creative side ofour business, to 
beconle mole effective w well a5 more ellident. 


In order to achieve this, we have adopted a two- 
phase approach. The first phjrsc, which involves 
restructuring EM1 Recorded Music to compete 
effectively in the current music market, is 
moving very quickly, and will be almost fully 
executed by the end of ,!%=ptember 2MM. 


Merging nonueative resources 
Our first step was to merge the nowcreative 
resources of our EM1 a n d V a n  labels. \%thin 
each country thereis now one ovenll head, 
two streamlined labels and merged services - 
accounting, U, human resources and sales. This 
has significantly reduced the cost base, but has 
.also ensured that inforn~ation, best practice and 
ideas are sh:lred more dectiwly 


Marketing 
EM1 had not had an integrated appmch to 
exploiting the catalogue, nor did it have an 
integrated international marketing function. 
In his role heading our global nwketing 
Dnid Munns has merged the Virgin and the 
Ehin catalogues, not only to reduce costs, but 
also to generate higher sales from bctter c e  
ordinadon of catalogue campaigns 


Uk renamed the EM1 label as Capitol, creating 
two world~ide bnnds, Capitol and Virgin. 
This reinforces our omdl  glotrai ayyluach 
to marketing, and will reinforce links betwen 
our US business and the rest ofthe world. 
Our Classics division will retain the EM nmc, 
which isrecognised and well respected by 
daxsical nlusic lovers. 


We also created a common worldwide 
marketing unit to emloit the international " 
potential of albums, and recently appointed 
Tony Hariow and Matthien Lauriot Prevost 
to head the Capitol and Virgin marketing teams. 
Richard Lyttelton will lead the global marketing 
oIour- cl&cs and jazz repertoire. This new 
structure has the potential to generate a 
10% increase in sales &om albums we market 
internationally- numbers we are confident 
01 achieving because we have done so before. 


A good example is Kyiie Rlinogue. H a  album, 
Few, was a big hit before Cliristrnas in the 
UK and Eurupe. David convinced the US 
company of its merits, and they released it in 
February this year, when it entered the charts 
at number three, and hassince sold more than 
800.000 copies there. From this sirong US base, 
it is now selling well in I A n  America and the 
Far East, and to date Kylie has sold wer four 
million albums 


creativity 
We have installed outstanding ueativc labcl 
heads in all tenitones to re-energise the labels 
These are people who live and breathe music, 
and who are not only in touch with today's 
trends but capable of shaping them. Thcy 
w3l be supported by strong business processes, 
including m many cases the appoinfment 
of a chief operating officer, to ensure that 
appropriate fmancial disciplines are observed. 


We arc also moving our =gin label in America 
h r n  Lcs Angeles to New York. Illiswill give us 
an East Coast presence for the fmt thqe in many 
years, and balances the %st Coast repertoire 
of Capitol. 


R a w  GIl 
ReslBn 2 d  C B .  
EhaFb2mdedhlatin 


In recent years, EM'S normal process of 
trimming and renewing its artist roster did not 
m& d i t  priority, and mdical action was 
necessary. lk have since reduced the roster by 
around one quarter. This is an essential action 
to refocus the people at the labels on the right 
artisn - the ones who are or can be successful. 







S u m m ~  
The music inrtustrv faces considerable 
challenges. There 8re serious pLacy problems 
in Asia, Latin America and Southern Elrove. 


Cmnsruel d* austsl 
c w m  ad CEO. 
EM Rem&d hhk CmmenM ELP~ 


Manufacturing 
Enally, we are improving the ef£iciency of our 
manufacturing operations. The recent dosure 
of our Swindon plant r m  completed ahead 
of schedule and the consolidation of our 
Empean manuficturing operations into 
Udcn, in Holland, win significantly improve 
our capacity utilisation in Empe. 


We have appointed Alan McElroy to lcad 
our manhcturing and sourcing, overseeing 
all of our CD and DVD manuELauring on 
a worldwide basis. He will develop a global 
strategy for the manufacture of all physical 
formats of EMl's music, increasing utilisation 
and &ciency, and instilling bcst practices. 


The longer term 
The second phase of our work is more long 
tcrm. Our aim is co change the way in which 
we operate, to bring the company into a 
modem age. This involves redesigning IT 
systems, exploiting the fdl capabilities of the 
internet, purming new formats and channels, 
and, in the longer term, moving &om being 
purely a record company to a more broadly 
based music business We have made 
a number ofsenior level appointments 
to drive this process. 


We have collectively failed to get hold of 
digital distribution and so bypassed revenue 
opportunities, allowed a whole generation 
to believe that music should he free, and 
let the hardware manufacturers absolve 
themselves of responsibility for protecting 
intellectual property. And we haw not 
generated real superstars. 


Piracy has to be tackled or1 amuch more 
proactive basis; we will never completely 
eradicate it, h ~ t  that does meam we cannot 
do more to contain i t  Mk also see digital 
disbibution as an opportunity. We have to 
be flexible and adventurous, but it will change 
the look of our company and our industry. 
And, equally importantly, we need to address 
the issue of creativity within our comDanv 
and the industry by'baiancing commkci'al 
performance wvith the investment - of money 
and time - needed to devdop artists on 
a worldwide basis. 


We expect our immediate changes to make 
a substantial impact, with abnosc f IOOm 
annualised cost savings, ofwhich the vast 
majority will be realised in the currmt fiscal 
year. 'l'hey will also spur top line growth; 
wc think thcy will add between 0.5 and 1.5 
percentage points to our market share. More 
importantly, we expect them to take opelating 
margins up back over 10% and, in the longer 
term, to between 11% and 13%. , 


The industry issues are important, but we 
believe we can considmbty improve EMI's near- 
term performance from the changes already 
implemented, and we are optimistic that the 
brmder challenges will be not only surmountable 
but present sigdcalt opporturlitia 


sttan m 
CFO. EM R£cwckd ~ ~ E J C  


In December 2001, John R a e  was appointed 
hecutive Vice l'msidenc, with specific 
responsibility for driving busincss dcvelopmcnt 
and snateg More recendy, Janlrs Arldmm~ - 


joined the senior management tcam to hcad 
the Systerns furlctiorl arld wr will appoint 
a new h a d  of Human Resources m y  soon. 















































Financial Review t 


Roger Faxon 
Group Chief Financial Officer, EM1 Group 


Turnover Operating . wfff .-....__. . .-.--." .-.--.-.----....-.-. . ....-.*- ..... -... ............... -... ....................................-.......-.......-. ---...-.-.- 
2002 2001 Change 2002 2001 Change 


£m fm % Em fm % 


Recntded Music 2,029.4 2,282.0 (Ill) 831 2275 (63.5) 
Music Publishing 416.4 390.7 6.6 107.8 105.0 2.7 ......... - ............ ................................................................................................... - ..................... -- 


2,4458 2,672.7 (8.5) 190.9 3325 (42.6) G_rouet-. - - .. - A .- 
Return on sales 7.8% D.4% 


Group turnover fell by &226.9m (8.3%), including &18.5m from exchange 
on translation. All regions except the UK had lower turnover in the year 
ended 31 March 2002 compared with the previous year. The most marked 
Ealls were in Japan (&87.3rn), North America (560.2m) and Latin America 
(E44.0m). Turnover in the UK grew marginally. 


The decrease in turnover was entirely as a result of poor mding in 
Recorded Music. Music Publishing generated turnover growth of 6.6%, 
and showed increases in all categories of income. 


Group operating profit (EBITA) decreased 42.6%, from B32.5m in 2001 
to f 190.9m in 2002, wholly as a result of a 63.5% drop in Recorded Music 
operating profits, from £227.5m in 2001 to &83.lm in 2002. 


N d h  UK R e d  Lam h b  AOW NMh UK Restd Lwn Aya ROW 
k n e f f a  Evope *raena Panf~ h o r i c a  E w w  Punell- Pslllc 







An explanation of trading performance is given in the Business Reviews 
on pages 4 to 11. 


Group turnover for the second half fell by 2149.8m (9.8%) to &1,378.8m, 
of which decrease 521.0m was attributable to exchange on translation. 
Recorded Music sales were do\m f 16'7.8m (12.6%) with decreases in every 
region with the exception of the UK. Music Publishing, in contrast, grew 
sales in the second half by f18.0m (9.1 %), wjth increases in every region. 


Group operating profit for the second half was 273.8m (33.3%) lower 
than last year, at &147.8m. This included a loss of B.8m from exchange on 
translation. Recorded Music profits were down &76.4m (45.6%) to &91.2m, 
reflecting substantially lower profits in North America, Japan and South East 
Asia which more than o&et strong performances from the UK and 
Continental Europe. Music Publishing increased its second-half operating 
profit by S2.6m (4.8%) to fi6.6m, driven principally by a strong 
performance in the UK 


EMI's share' of operating loss in associates fell from a loss of B.8m in 2001 
to a loss of &l.lm in 2002. 


Group finance charges of S 0 . h  were 213.9rn lower than the previous 
year, principally because of the effect of lower interest rates, which more 
than offxt the impact of higher average debt levels. 


At the year end, EM1 had a 49.65% investment in HMV Group plc (formerly . 
HMV Media Group plc) that yielded adjusted pre-tax profits of S23.9m, an 
increase of 218.8m compared with the year ended 31 March 2001. Within 
this result, the joint venture operating profit improved by &10.2m to £44.6m, 
reflecting improvcd trading throughout HMV Group, and die joint venture 
finance charges dropped by B.6m to &20.7m because of lower avenge 
debt levels. 


Adjusted profit before tax, amortisation and exceptional items (adjusted PBT), 
fell 2106.2m to 2153.3m in the year ended 31 March 2002 (2001: 2259.5m). 


Other items affecting earnings 
The p u p  tax rate, before amortisation and exceptional items, and including 
HMV Group, increased to 30.0% from 27.3% last year. The increase occurred 
despite a substantial repayment of Advance Corporation Tax as a result 
of paying Foreign Income Dividends, and was the result of the geographic 
mix of profits in higher tax jurisdictions and the unavailability of tax relief 
on certain losses arising in the year. 


Amortisation of copyrights acquired and goodwill on acquisitions decreased 
by 22.5m to £51.3m, mainly because of goodwill write-of& to the exceptional 
charge during the year. 







financial Review t) 


continued 


The 5242.4m operating exceptional charge relates to restructuring and 
reorganisation costs, mainly within EM1 Recorded Music. These costs include 
a significant reduction in both headcount and the number of artists under 
contract In addition, there are costs resulting from the substantial economic 
decline in the Latin American region. Also included are costs related to 
the closure of a number of loss-making satellite labels and the write-down 
of certain assets, in particular goodwill. 


HMV Group also incurred exceptional operating and non-operating costs, 
of which EMl's share was S12.4111. 


The minority interest charge has fallen from 212.7m to 58.5111, reflecting 
the significant decrease in the profitability of our Japanese Recorded Music 
business in the year under review. 


The overall group result was a net loss of &199.5m, compared with a profit 
of &79.2m last year. 


Adjusted diluted earnings $er share were 1 1.8p (2001 : 21.9~). The Board 
is recommending a final dividend of 3 . 7 5 ~  per share to result in a total 
dividend for the year of 8.0p, halved from its level of 1 6 . 0 ~  last year. 


Cash flow and net borrowings 
The net cash inflow from operating activities was 2211.9m. After net new 
investment in fixed assets, copyrigh~s and other items of &39.7m, acquisitions 
of &24.0m, tax paid of &22.3m, interest costs of £58.7m, equSity dividends of 
&125.3m and dividends to minority interests of £3.3m, net debt increased by 
561.4m. Net debt increased by a further B.7m as a result of exchange rate 
and other movements, reaching &1,057.9m at the year end (2001: &992.8m). 


Treasury management 
Treasury policies 
Treasury activities are carried out within a framework of policies and 
guidelines approved by the Board, ~6th control and monitoring delegated 
to the Treasury Management Committee which is chaired by the Group 
Chief Financial Officer. These policies aim to ensure that adequate, cost- 
effective hnding is available to the group at all times and that exposure to 
finanaal risks is minimised. The existing Treasury policies were reviewed by 
the Board in April 2002 and have remained substantially unchanged 
throughout the financial year. 


Financial instruments held by the group comprise dericatives, borrowings, 
cash and liquid resources and other financial assets and liabilities. Their 
purpose is to raise finance for the group's operations. Treasury policies 
prohibit their u s e  for speculative purposes. 


Funding and interest late risk 
For most of the year, hnding was managed through the use of short-term 
and medium-term committed and uncommitted bank facilities. At 31 March 
2002, these comprised a US$500m 10-year bond issued in 1999 and &1.3bn 
of predominantly short-term bank facilities. 







The group has taken a number of steps to refinance these bank ficilities. 
In April 2002, a new 21.3bn multi-currency revolving credit facility, with 
maturities up to three years, was drawn to repay and cancel most of the 
existing short-term bank ficilities. In May 2002, it issued a &%Om six-year 
bond, which refinanced part of the revolving credit hcility. Also in May, the 
group received 2122.9m net proceeds from the HMV Group flotation, which 
were used to repay existing debt and to cancel part of the revohing credit 
Eadlity. A Arther £19.41~1 is expected in July from the repayment of senior 
preference shares. The group anticipates that it will similarly use subsequent 
proceeds from the sale of non-core assets to repay and cancel parts of 
this facility. 


The group borrows in various currencies at fured and floating rates, and 
uses swaps, caps and collars to manage exposure to interest rate fluctuations. 
Treasury policy is to keep between 25% and '75% of borrowings at fxed 
or capped rates. At the year end, 56% of borrowings were fmed or capped. 
Financial instruments held at 31 March 2002 to manage interest rate risk 
are disclosed in Note 19(viii) on page 53. 


I 


Foreign currency risk 
The group faces currency exposure from exchange rate fluctuation against 
sterling. Balance sheet exposures are hedged to the extent that overseas 
liabilities, including borrowings, provide a natural hedge. Group policy is 
not to undertake additional balance sheet hedging measures, nor to hedge 
profit and loss account translation exposure. Transaction exposures are 
hedged, where there are materially large items that have a high probability 
of occurring, with the use offorward exchange rate contracts. 


No forward rate conmcts were held at 31 March 2002, as disclosed in Note 
19(viii) on page 53. 







Social Resq~~nsibility 


Our Standards of Business Conduct set out the values by which we manage 
our businesses. Foremost among these is inte<;rity: honesty and openness 
in all business and personal dealings both inslde and outside the company. 
This underpins a commitment to the fair treatment of all our stakeholders - 
artis&, employees, shareholders, customers, suppliers, governments and 
society at large - and is the cornerstone of our approach to corporate social 
responsibility (CSR) . 
We recognise the growing interest in how companies manage social, 
ethical and environmental issues. This is our tenth year of environmental 
reporting (see insert opposite) and last year we reintroduced reporting 
on our community involvement. In line with commitments made then, 
we have begun to report some initial data on employment issues; we intend 
to build on that in the coming year. 


We are pleased to be included in a number of CSR indices - the recently 
launched FTSE4Good and the Dow Jones Sustainability Group Index - 
and to have rr~ainllained a high media sector ranking in Business in the 
Environment's 2001 'Index of Corporate Environmental Engagement'. 


Based on its performance during the year, our UK record company was 
awarded a Queen's Award for Enterprise; while the award recognises 
achievements in international trade, one of the necessary thi-esholds 
is to denlonstrate responsible conduct in managing impacts on society 
and the environment. 


We engage in discussions on CSR issues with stakeholders and, together 
with other UK-based media organisations, have established a CSR Forum 
to identify issues of relevance and develop consensus on best practice. 


Eil~ployment 
Responsibility for employment matters continues to rest with each business 
opention under the umbrella of EMI Gronp's policy and procedure 
guidelines. These cover a range of issues and include: 


- equal opportunity in a work environment that is free of discrimination 
on the grounds of gender, nationality, ethnic or racial origin, non-job- 
related disability or marital status. Approximately a quarter of our senior 
management group is female; 


-promotion of the highest levels of safe and healthy work practices. In 
Il~e UK - where we have studios, manuhcturing and dishibtltion as well 
as our various office operations - we had 10 reportable injuries/illnesses 
(8 per 1,000 employees) and an average of 5.3 days' absence through 
illness per employee. We incurred no healdl and safety enforcemeilt 
notices or convictions; 


- open and two-way communication at all levels. This policy was particularly 
put to the test this year due to our restructuring. We believe that a carefully 
managed programme has ensured that redundancies have been handled 
fairly and that employees affected are being treated well. Consultatioil, 
voluntary redundancy, redeployment where possible, good severance terms 
and retraining and outplacement were all key to the process. 















Community 
The main areas of our community engagement and charitable support 
are youth and education, arts and culture, health and human services, and 
the local community Two of the larger programmes that we support - the 
Music Sound Foundation (MSF) and Masterprize - directly address the first 
two of these. 


The MSJ? is an independent UK-based charity whose aim is to help make 
music education in all its forms -rock, pop, jazz, classical - available at all 
stages of learning. The Trustees' premise is that music is an important part 
of a rounded education - providing children with selfconfidence and self- 
esteem as well as great pleasure. The MSF funds specialist performing arts 
colleges, schools' music education, instruments for students and training 
for music teachers, and a selection of college bursaries 


Since first establishing the MSF in 1997, we have continued to support it 
through annual donations and funding its administration - exlabling it to 
channel close to 100% of its gross income to music education. date, the 
MSF has donated 53.4111. 


EM1 is one of several founding sponsors of Masterprize, a biannual 
international competition to promote contempomy composition. Now in 
its third cycle, the competition aims to engage audiences worldwide in the 
development of new music and has a complementary education programme 
which involves youth orchestras in the UK in related WOI-kshops and 
performances of the finalists' compositions. 


At a local level, our individual businesses continue to decide how best 
to focus their community support Current projects include: 


- the launch in the US by EM1 Music Dismbution of an 'Adopt-a-School' 
parmership with Northridge Middle School in the LQS Angeles school district. 
An after-school programme enables students to learn all aspects of the music 
business, and links practical skills to character development - partidpants 
form a record label and produce a CD with tracks that exempldj 'six pillars' 


, of good character; 


- the provision by EM1 Recorded Music in the UK of financial, in-kind, 
and mentoring support to the west Lur~don activities of 'Youth at Risk', 
an international charity that designs and delivers innovative community- 
based programmes to address gang violence and gang-related issues. 


Following the tragic events in the US on 11 September 2001, we pledged 
US$lm to help relieve the suffering that resulted from the attacks. Our 
focus has been on helping the victims of the attacks and their families, both 
civilians and rescue workers, though some of the relief hnds  we selected are 
more broadly based. We have also co-operated with the requests of a number 
of artists to make donations linked to sales of specific releases, inchding 
Claudio Abbado's recording of Verdi's Requiem and Sir Paul McCarmeyys single 
Freedom, which he performed at the New York benefit concert. 
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Directon' Report t 


for the year cnded 31 March 2002 


The Chairman's Statement, the Busings Reviews and the Directors 
Fmancial Review in this Annual Repon together contain The present Directors of the Conlpany are named on 
details d the principal operations of the Group and their pages 18 and 19. AN served as Directors throughout the 
results during the year as well as likely future developments. year, other than Mr A M J I Ixvy and Mr R C Faxon, who 


were appointed on 15 October 2001 and 5 February 2002, 
Didends re-ely. Mr K M Beny and MrA J Bates resigned 
An interim dividend of 4.25~ per Ordinary Share paid as Directors on 14 October 2001 and 4 February 205 
on 1 March 2WL. 'l'he Board is recommending a final mspectively. Mr M Jackson resigned as a Director on 7 May 
dividcnd of 3n5p pcr Ordinary Share, making a total of 80p 2002, following the completion of the acquisition of USA 
(2001: 16.0~1). The final dividend will be paid on Tuesday, Networks' US entertainment divjsion by Viimdi I ~ N P ~ .  
1 Octobcr 2002 to Ordinary Sharcholden on thc negister as 
at the dose of business on Friday, 6 September 2002, with the Dr H Einsmann retires by rotation at the Annual General 
shares going ex-dividend on Wednesday, 4 September 2002. Mecting pursuant to Article 112(A) and, beiig eligible, offers 


himselffor re-election. 
Substidal shaFeholdm 
As at 16 May 2002 the Company had been notiJied of the Mr Levy and IYIT Faxon refire at the Annual General Meeting 
following interests of 3% or more in its Ordinary Sharec pursuant to Article 112(B) and, being eligible, offer 


themselves for election. 
ND.d %ofaplla)  
shaes held 


Menill Lynch & Ca, Iw. Mr H R Jenkins will retire as a Director at the condusion 
group of companies including Merrill ofthe 2002 Annual General Meeting. 
Lynch Investment Managers Limited 84,432,965 10.71 


Schroder Investment Mpnagement No Director had a material interest in any contmct of 
Limited 53,262,981 6.75 


AXA SA. and its subsidiaries 34,096,823 32 signif-icance subsisting at the end d; or during, the year 
Prudential plc group of ampak 29,519271 974 involving any Group company, other than t k  who have 


a service contract. those set out in Note 32(ii) on mx 62 


Share capital 
Changes in the Company's share capital during the year are 
set our in Note 25 on page 57. 


Employment policies 
Information on the Group's employment policies is given on 
page 16. 


Supplier payment policy 
The Company negotiates payment tenns with its suppliers 
on a11 irld'nidual basis, with the nonrd s ~ c a d  &r~g payment 
at the end of the month following delivery plus 30 or 60 days. 
It is the Company's poky to settle the terms of payment when 
agreeing the t m s  of each transaction, to ensure that the 
suppliers are made aware ofthe tenns, and to abide by them. 
The number of days' purchases ouemding at 31 March 2002 
is calculated at 25 days (2001: 17 days), 


Charitable and political mntributiom 
Charitable, sponsorship and fun&raising,achvities carried oiit 
during thc ycarwithin the Group conmbuted some E1.7m 
(2001: &1.3m) to charitable organisations and comnunities 
m u n d  the world These included UK charitable donations 
amounting to fO.lni (2001: f0.4n)). No UK political 
conmbutions wcrc made (2001: £nil). 


Researtb and development 
Research and ddoynlent is the myorlsibiity of the Group's 
businesses. During the y w .  Grou cxpcnditure on r m r c h  
a d  development totalled f 0 . h  k b 1 :  SO-lm). 


r ~ o -  . 
and Mr Berry, who had an option to p ~ c h & ~ ~  fat market 
d u e ,  the house in Los Angeles that was provided to him 
mnt-free by the Group. This option has now lapsed 


Details of Directors' interests in the shares ofthe Company 
are set out in the Remuriaation RepMt on paga 28 and 29. 


Auditor 
Resolutions to reappoint Ernst &Young LLP as the 
Conlpdr~y's auditor and authorising the Directors to 
determine its remuneration will be put to the forthcoming 
Annual General Meeting. 


Anrmal General Meeting 
The 2002 Annual General Meeting of the Company will 
be held at 11SOam on Friday, 19 July 2002 at the Hotel Inter- 
Continental London, I Hamilton PIace, Hyde Park Comer, 
London W1. The Noticc of the Annual Genelid Meeting 
accompanies this Annual Report In addition to the 
ordinary business of the &g, resolutions will be put 
to sharpholh m giile authority to the Directon to allot 
sham, to disapply preemption rights and to purchase 
the Company's own shares. Further explanations of these 
matters an provided in the lettcr to shareholders that 
accompanies the Noticr. 


Electronic Proxy Appointment @PA) is being made available 
for thc first time for this year's Annual General Meeting. 
EPA enables shareholdem to lodge their proxy appointment 
by electronic means via a website provided by ldoyds TSB 
Regisbars at ~ ~ f ~ - ~ o . u k ;  h h e r  information is 
provided on the Proxy Form. 


By Order of the Board 
CPAshcroft 
Secretary 
20 May 2002 







Corporate Governance 


EMI is committed to high standards of co'porate 
govcmance. The Board considers that the Company has 
complied throughout the year with the Code Pmvisions 
set out m Section 1 of the Combined Code issued by the 
Committee on Corporate Governance, apart fkom those 
relating to the length of Directors' service contracts, which 
are d i s d  in the Remuneration Report on page 27. 


Ernst &Young LLP has reviewed the Company's statement 
as to its compliance with the Combined Code, in so far as 
it relates to those parts of the Combined Code which the 
UK Listing .4uthority specifies for its review, and its report 
is set out on page 31. 


The remainder of this section provides an explanation of 
how EM1 applies the principles of good governance that are 
set out in the Combined Code. 


'Ibe Board 
The Board of EM currently co~~iprises lour k u t i v e  
Directors and four Nm-executive Directors. All of the 
Nurxxecutive Directors are considered to be independent 
of management and free &om any business or other 
relationship tlmt could materially intcrfm with the exercise 
of their independentjudgement. The B o d  considers 
that this indudes Dr Haald Eiu~~ranr~,  who lras been 
a Nan-executive Director since 1992. As reflected in 
their b ipph ies ,  which appear on pages 18 ilnd 19, lhe 
Directors have a wide and balanced range of experience 
in mddnabnd and consumer-orientated businesses. 


Eric h5coli is both Chairman and the senior executive officel- 
of the Company. Day-to-day exealtive rmpn5ihility for the 
running of the Company's two main businesses lies with 
Alain Ley, as Chaimm and ChiefExecutive Oficer, EMI 
Recorded Music, and Martin k d i e r ,  as Chairman and 
Chief Executive OfEcer, EM1 Music Publish'ing, who each 
report to E15c Nicoli. Given the roles ofMr Levy and Mr 
Bandier, the Board considers that the appointment of an 
cxccutivc Chairman, who brings complementary skills and 
wperje~ice, is the most eEective strur2ure for EM1 and is in 
thc bcst intcrcsts of both the Company and its sharchdders. 
It also appropriately recogrixs EMl's position as a listed 
company, whilst avoiding duplication of roles and a resulting 
W s i o n  of management responsibility. 'lhe b a r d  further 
conidas that the nature arid level of matters rescrved 
for decision, either to the Board as a whole or to standing 
committees of the Board, appropriately limit thc authority 
of the Chairman and reflect the fact that the posts of 
chairman and xnior executive officer are combined 
in one person. 


It is the Ro;lrd's policy that, so long as the Chairman is also 
the senior executive officer d t h e  Company, t l~c  indcpendent 
h'on-executive Diirecto~~ should comprise a numerical majority 
of the Board and that the senior independent Nowexecutive 
Director should also be either sole orjoint Deputy Chairman. 
During the financial year ended 31 M,mh 2002 therewere 
five No=xecudve Directors The Buard is taking actiori 
to restore the number of Non-executive Directors to five 
following the resignation on 7 May 2002 of Mr Jadtson and 
the hnpa-lcling rctiremcnt of Mr Jeilkir~s at the conclusion 
of the 2002 Annual General Meeting. Sir Dominic Cadbu~ry 
is the senior independent Non-executive Director. 


The Board as a whole considers the appointment of 
Directors and executive appointments within the Board, 
based on recommendations fiom the Nom'nation Committee. 
The Artides of Association include a requirement that all 
Directors should submit themselves for re-election by the 
sharcholdcrs at lcast once every three years 


The Board meets at least six times each year, with additional 
meetings or contact between meetings as necessary. 
The progamme for each year is approved by the Board. 
Currently, the programme includes reviews of suategy 
together with the operations and results of the two main 
business units, as well as the approval of annual budgets. 
Actual results for the Grwp and individual business units 
are reported to all Directors each month. At least once each 
year the Board meets at the premises of one of the Group's 
business opemtiom, to allow for prewntations by, and more 
detailed discussions with, local management. 


These procedures, together with other regular and ad hoc 
reports, are intended to ensure that the Board is supplied 
in a timely manner with information that is appropriate to 


t the discharge of its duties 


The Board has delegated certain mattcrs to standing 
committees, details of which are set out below. Howmr, 
to ensure its owrall control of the Company's affairs, the 
Board has resewed c d n  matters to itself for decision. 
These include the Group's strategic plans and annual 
operating budgets, signiiicant acquisitions or disposals of 
companies, businesses or assets, and significant contractual 
commitme~lts or itell-is ducyt.~~bture, tugetlicr with poliaes 
relating to the Group's treasury function, pensions, major 
litigation, employee s h e  schemes, and enviror~rnental and 
ethical isslles. 


All Directors have access to the senices and advice ofthe 
Company Secretary. There are also procedures for Dil-ectors, 
in appropriate circumstances, to obtain independent 
professional advice at the cost of the Company. 


The Executive Directors are permitted to take external 
appointments as nonexecutiw directors, usually up to a 
maximurn of two. They may retain the remunmtion &om 
such appointments. All ap$ihnents must be approved 
by the J b d  to ensure that they do not give rise to conflicts 
of interest 







Corporate Governance 
continued 


Board committees 
The principal committees of the Board arc the Audit, 
Remuneration. Nomination and Executive Committees. 
Reflecting the kprtant role played by the independent 
Non-executive Directors in ensuring high standards 
of corporate governance, the ~udi1"and" Remuneratjon 
Committees comprise all the Non-executive Directors 
Each canmittee haswrittcn term of r c f a m e  and lcvcls 
of authority and, except in the case of the Remuneration 
Committee, minutes of meetings are circulated to 
all Directors. 


The role ofthe Remuneration Committee, which is chaired 
by Sir Dominic Cadbury, i s  described on page 24. It meets 
at least three dmes each year- The main responsibilities 
and procedures ofthe other three p ~ a p a l  Committees 
are as follows 


Add Cbmi~ - chaired by Kathleen O'Donovan and 
compriing all the Non-executive Directors -makes 
reconunendations to the Board regarding the appointment 
ofthe external auditor. Each year the Audit Committee reviews 
the independence and objectivity of the external auditor 
with a view to confirming that, in its view, the maintenance 
of objectivity on the one hand and value for money on the 
other have been kept appropriately in batance. In this 
context, the Committee considers that it is appropriate for 
the external auditor to provide to the Groiy tax compliarlce, 
tax planning and other accounting services, including those 
in carutecrion with supporting arid reporting OII financial 
representations in public documentation. The provision of 
other services is considered on a case-by-cax bas'basis The 
Cmmittee reviews the halfyear and annual finmrial 
statements, mth particular reference to accounting poliaes 
and practices. and the scope and results of the audit. 


It also reviews the Group's +em of internal conhd 
including the risk assessment and audit plan of the Internal 
Aidit. Department and other conhnl procedi~res- The 
Committee meet9 three times each year andi ts meetings 
are normally attended by the Group Chief'Fianaal Ollicer, 
the external auditor and the Vice President, Internal Audit 
At ]&st once each year the Committee meets with the 
external auditor without the prcscncc ofExecutivc 
Directors or other managemkt 


~Vominaria Comnrittee- chaired by Sir Dominic Cadbury 
and com~risine d the Norrsrecutive Directors and the 
~ h a i &  - m&es recommendations to thc Board 011 the 
appointment ofDirectors and the reappointment of Now 
executive Directors on the expiry of their three-year term 
of appointment The Committee meets when required 


Ewm.%w GnnmiUee- chaired by the Chairman and comprising 
the chef executive officers ofthe Gompany's two main 
businesses, together with the Group Chief %anad m c e r  - 
is responsible for the apprwal of acquisitions, divestments, 
capital expenditure and contractual commitments below 
the krl which tlie Baud has reserved to itxlffor decisior~, 
and for certain operational, adminictram*e and other routine 
mane1.x The Committee also rqllarly revie,~5 and reports 
to the Board on the performance of thc Group's businefses. 
The Committee meets at leas ten times each par and senior 
Group executiws regularly attend meetings. 


Diitors'rwnuneration 
The Rernunedon Report on pages 24 to 29 gives 
information about the Company's policy and procedures 
in this regard, together with the Directors' remunmtion. 


Directors' responsibilities 
UK company law requires the Directors to prepare financial 
statements for each financial yea., which give a hue and fair 
view of the state of aft-airs of the Company and Group as well 
as the profit or loss of the Group for that period. In preparing 
those financial statements, the Directors are required to: 
- select suitable accounting policies and then apply them 


consistently; 
- make judgements and estimates that are remnable and 


prudent; and, 
- state whether applicable accounting standards have been 


followed, subject to any material departures disdosed and 
explained in the financial statemam 


The Directors confirm that they have complied with these 
requirements in preparing the financial statements on pages 
32 to 63. 


I 
The Directon are responsible for keeping proper accounting 
records which disclose, with reasonable accuracy at any time, 
the finandal position ofthe Group and enable then1 to ensure 
that the financial statements comply with the Companies Act 
1985. Ihey are also responsible for deguarding the assets of 
the Group and hence for taking reasonable steps for the 
prevention and detection o l h d  m d  other irre@arities. 


Going concern 
The fircctors Mieve, after making i ~ ~ k k s  that they rnnsirIer 
to be appropriate, that the Group has adequate resources to 
continue in operational existence Ior the foreseeable Fuhue 
For this reason, they co~~tinue to adopt the going coucem 
basis in preparing the financial statements 







Internal control 
The Board is responsible for the Group's F e r n s  of internal 
control and for reviewing their effectiveness These can only 
provide reasonable, and not ahlute, murarlce .agaixlst 
material misstatement or loss 


The full Board meets regulady throughout the year and the 
~natters specificany raerved for its approval ensure that the 
Directors maintain control aver si@cant strategic, financial 
and compliance matters 


The G r o u ~  has an established ormnktional structure 
with dear& d&ed lines of resphibility and reporting. 
The Board has dmtved to aecutivt. nnnagemerbt 
responsibility for implementing and main&ing the 
Group's system of internal control. Each business unit 
operates in accordance with policies and procedures 
applicable to all of the Group's units. 


The Group operates comprehensive annual planning, 
hancial reporting and foremting processes. The Roard 
formally approves sbategic plans and annual budgets. 
The Group's performance is monitored against budget on 
a monthly basis and all significant variances are k t iga ted .  
There are defined authorisation procedures in respect of 
certain matters, including capital expenditure, investments, 
the gmnting of guarantees and the use of financial 
irlstlwriaits. The k m d  also lxxxivcs, twia ycarly, a rrvitw 
of all material litigation undataken by or against the Group's 
companies and considers the associated risks. 


The strength of an internal control system is dependent 
on the qudty and integrity of management and s m .  those 
at senior levels are informed about their responsibilities as 
to Ule maintenance of sound systems of internal conmi. 
A routinc Groupwidc process, which rcquirez key executives 
and managers to certify their compliance with the Group's 
policics and procedures, reinform this integrity. 


The internal audit hncbon operates as one Groupwide 
deparbnent which monitors and supports the intemal 
control system and reports both to the Audit Committee and 
t11e Group's senior management m e  respofi~lities of the 
internal audit hnction indude recommending improvements 
in the control environment and ensuing compliance with 
the Group's procedures and policies l'he Audit Committee 
reviews the risk axesrnent and audit plan prepared by the 
Internal Audit Department 


An ongoing process for idenqng, evaluating and managing 
the significant risks faced by the Group has k e n  in place 
for the year under review and up to the date of this Report 
This p r w w  is regularly r&ed by the Board and accords 
with the requirements of Internal Control: Guidance for 
Directors on the Combined Code. 


During theyear to 31 March 2002, signiticant potential risks 
facing the Group have been assessed and graded in a process 
involving line and functional management throughout the 
Givuy, i n t a d  audit and h u t  &Young W. The corltrols 
in place to manage or mitigate each risk were reviewed for 
adequacy, and the processes to monitor and inform the Board 
about &ntrol performance were confirmed. This assessment, 
which is reviewed bv tlle Audit Committee. will be reueated 
annually. The lisk k d  conml assessment is also shded 
with senior management throughout the Group. During 
the review of controls, particular attention was paid to those 
in place to manage or mitigate any potential risks associated 
with major artist investments. 


The Board is aware of the ABI disclosure guidelines on &al 
responsibility and intends to review its risk assessment and 
reporting arrangements to ensure it m comply fi~lly in 
future. Wting risk asessment procedures cowr social, 
ethical and environmental issues. An environment and 
community report is aka published annually. 


The Audit Cornmittee receives additional assurane on 
the operation of internal control spterns around the Group, 
primariiy &om internal audit. \\~hich preser?ts the conclusions 
afits reviews twice a year. The external auditor also takes 
internal financial control into consideration as part of its audit. 
In addition, incidences ofcontrol failure and the internal 
control i~lylications ofsig~ifiw ~t busirlrss issues are recorded 
in a central register, kom which a sumn~-uy report is prepared 
for the Audit Committee. Appropriate actions are taken 
to rectify any control failures. Any sigdicant IIW issues 
and matcrial changcl to thc risk cnvironmcnt arc rcported 
at each bard meeting. 


l h e  pmesses by which the hard receives assurance on 
the effccdvcncss of thc con& systcnls do not apply to HMV 
Group plc, in which the Group had a minority investment 
dwing the year ended 31 March 2002. Potential risks to EM1 
were Gtigdted during the year through its representation 
on the Board of HMV Group and rights under shareholders' 
agreements 


Investor relations 
The Group is committed to d a r  and open clialome 
with i n d o r s  The Executive 6 i t o r s  hdd discu~ons 
with institutional shareholders and analysts and, in addition, 
there are general prexntations after the announcement 
of the half-year and ann~d results Individual shareholders 
have the opportunity to question the Chairman and other 
Directors at the AGM and can meet them informally after 
the AGM. Results announcements and other press releases 
are made available on the Group's lvebaite as soon as 
possible after their publication. 







Remuneration Report * 
for the year ended 31 March 2002 


R e m e d o n  policy 
?he achievement olsuccess in the highty competitive 
worldwide music market depends uitically upon the 
ampany's ability to compete for the management dent  
necessary to secure, develop and promote mcording artists, 
composers and songwriters EMIS remuneration policies have, 
therefore, reflected the need to attract, retain and motimte 
top calibre international Irnnagal~ent i~ d~ coritext of 
remuneration levels and practices in the international music 
and entertainment industry, many of wldch art: set irl the 
US. Moreover, h e  majority of the Group's senior executives 
are based in, or drawn h m ,  markets outside the UK with 
only 11% being based in the UK, with the result that much 
of the cornpenstion environment is set outside the UK.The 
Group's remuneration policies also recognise that the Music 
Publishing and the Recorded Music businesses opemte in 
distinct marketplaces. The levek and forms ofremuneration 
will continue to be tailored to the different marketplaces 
in which the Group competes and to recognise the overall 
importance of creative talen~ 


The reauitment of Aain Levy as Chairman and Chief 
Ex cutive Officer of EM1 ~ecorded Music involved a 
d e r e n t  balance between monetary and share-based rewards. 
A sigrfirandy reduced level of base' salary and cash bonus, 
as compared to equivalent positions in other major record 
comparks, is r ~ u p k d  with a greater than hitherto kvd of sharr: 
+m, including an initial grant with pduated exercise 
prices, with urerdse Wig subject to a further performance 
condition requiring real growth in earnings per share 


As the resmicniring of th.e Group's Recorded Music business 
has been implemented, the remuneration packages for many 
senior exedtim have:been revjsed to p&de a beater link* 
between reward and performance, with incentives connected 
to objective measures of perfwmance. These include the use 
of share options to reduce the element of fixed remuneration, 
and bollus hased on, for example, pr&tal,lc increases i r~  ~n.akt-t 
share, improvements in margins, the conbd of overheads and 
the breaking of new acts 


The remuneration packages of the Executive Directors are 
designed to help them attain, and encourage them to retain, 
long-tenn interests in the Company's share and to align their 
interests with those of the sharehold- Performancerelated 
elements repmsent a s i g n i f i t  proportion, typicaliy pmviding 
some mhirds of Wi total annual remunmtion opportunity. 


Remunerafion Committee 
The Board has delep.ated to the Remuneration Committee 
approval of the remberation and employment terms of the 
Executive Directors and other scnior executives, indudinn " 
pension rigl~ts and any con~pensation pnymenls. 


The Committee consists entirely of the Nm-executive 
Dic tom It is chaired by Sir Dominic Cadbury, thc Dcputy 
Chairnrm and senior independent Non-executiw Director. 
The n;unes of the mernbm of the Committee are listed on 
page 19. Thc Chairman is invited to attend the Canminee's 
meetings on matters other than those concerning himself, 
and the Group Director, Human Resources, also attends. 


The Cornminee hasaccess to internal resources and has taken 
external advice as and when it requires In addition, to assist 
it m monitoring the level and mix of remuneration packages, 
the Committee has access to a number of music and general 
industry remuneration surveys, both local and international, 
covering a range of companies The Committee takes into 
account Exton such as the nature, size, complexity and 
international p f i l e  of those companies relative to EM. 


Elements of mumeration 
& r c e s d i n y n n d ~ i  
The Ejrecutive Directors' base salaries are set by the 
Committee and are normallv reviewed annually. Benef* 
typically indude car, life a s s k c e ,  retirement,'disability 
and healthare plans. 


Details of the k salaries and benefits for individual 
Executive Directors are set out on page 28. 


A 7 d  bus 
The Executive Directors and other senior executives are 
elimile for an annual bonus based on profit performance 
G e t s  set by the Remuneration &&ittee ior tlie Group 
or individual business writs. Under EMl's Senior Executive 
incentive Plan dsEm), performance is measured by reference 
to a demanding &q&proJl h d a t  which the target award 
is earned, and a mazimumprofi levelat which the maximum 
award is earned. Target and maximum awards are catadated 
as a percentage of base salary. Any cash bonus earned is paid 
immediately or, at the executive's reqiiest, is made in the 
iorm of a deferred share award. During d d d ,  the shares 
do not earn dividends but, to encourage sham to be held, 
the number of shares is increased by cine-third if deferred for 
three years and by tm-thirds if deferred for at least six years. 
These increases are included in reported remuneration only 
at the end of the applicable defenal period. 


For thr year to 31 March 2002, Mr Nicoli's bonus opportunity 
at rarg& and maximum performance, respectively, .k.s 40% ' 
and 80% of base alarv. 'fie wrrormance tareet for Mr 
K i d  was related to the ~ r d u ~ f  prof~t after "m. 


Mr Levy commenced employment on 15 October 2001 and, 
under his service agreement, is entitled to a cash bonus in 
respect of the year ended 31 March 2002 of up to 2350.000. 
The Roard has agreed to award hi the full bonus, reflecting 
progress with the h-reaching restructuring plans announced 
011 20 March 2002. For subsequent y m ,  Mr Levy's maximum 
cash bonus is up to 200% of base salary, based on achieving 
preset profit mar+ goals for EM1 Recorded Music 


Mr Bamlier's bonus opportunity for the year was 50% 
of base d w y  at target and 80% of base salary at maximum 
performance. Hi performance target related to the economic 
p d i t  achieved by EMl Music Publishing, taking into account 
thc due of ~ S S C ~ S  assigned to the business. 


hlr Faxon was Chief Fiancial Offi-r of EM1 Music Publishing 
until 5 February 2002 and his bonus oppormnity for the year 
to 31 March 2002 H% 40% of base salary at target and 80% 
of k sa)ary at mauimum pcrfonnance. His performancc 
target also related to the economic profit achieved by EM1 
Music h~blishing but will, in funre years, be based on the 
achievanelit of Groupwide perfo~~rlance targets 







Details of the bonuses .achieved during the year by uidividual 
Executive Directors are set out on page 28. 


Long-&ma inceniives 
fiecutive Directors and other senior executives have normally 
been eligible cad1 year for perfonuar~ce-related s11.are awards 
unda the Sm, calcillated as a percentage of base salary Each 
year's award vested at the end ofa three-year formance r period, the nurnher of shares released depen ing i~pon Group 
or business unit performance against profit targets for the 
three-year period set by the Kemuneration Committee. In 
certain circumstances, for example upon a changc of control, 
awards could be released before the normal vesting date. 


As with the annual bonus, to encourage long-term interests 
in the Company's shares, executives could opt to defer the 
share award for a further three-year period, with the number 
of shares being increased by one-third at the end of the 
deferral period 


In the case of tl~e Executive Directon, ~dease of the share 
award was subject to a further performance requirement 
relatcd to the Gmup's Total Shimliolder I$tun), i.e. share 
price growth plus the d u e  ddividcnds pad. For SElP a~31ds 
granted u to 31 March 2002 to be released, EMlS 'rod 
~hareholLr ~ e n u n  must have at least equalled the median 
of those companies that comprised rl~e FTSE I00 at the start 
of the three-year performance cyde. 


Share awards to the Executive Directors are noted in the 
tables on pages 28 and B, but are included in reported 
remuneration only on release at the end of the three-year 
performance cycle. 


The current potential d u e  of the perFomance-related share 
award for Mr Nicoli at target and maximum performance. 
respectively, is 60% and 1202 of base salary. 


Mr Leby doesnot participate in share a~nrds under the 
SEIP as,instead, he has received, and %ill receive in the future, 
options under the Executive Share Option Scheme (ESOS). 
At commencement of his employment, MI- Levy was p r e d  
options over 10,000,000 sham at exemse prices ranging 
fim £3 to33 per share. Mr Levy is also cntitled to additional 
p t s  of optio~u over 2,000,000 s h m  each year. These levels 
of grant reflect the faa that his h e  salary and potential cash 
bonus is signirurandy lower than for equivale~lt positions in 
other nlajor record companies, and are designed to align 
his interests closely with those ofsf~arehdders. 


In place of the normal overlapping annual share awards based 
on three-yearpdmmance qdes, M~.I)andia has been granted 
a one-time share award under the SFJP of up to 1,250,000 
shares. This award rcplaced Mr Bandier's previously reported 
one-time performance-related share award over 650,000 
shares, which lapsed prior to the completion of the four-ycar 
performance period to 31 March 2002. The new award will 
be released at the end of a performance period ending on 
31 March 2006, the nwnber of shares rekasd depending 
upon EM1 Music P~~blishing's perlbrrnancc ,against aggregate 
profit growth targets mrr thc perfor-rrralce period. Because 
hlr BanJier's primary is to focus on the 
performanre of Music PI~Mishing, relea- of this share award 
is r~ot subject to the Total Shareholder Kcturn test lderred 
to abo~~e. 


In certain circurnstances the award may be released belbre 
the vesting date, for example on termination of the executive's 
employment agreement because of breach by EM1 or following 
a change of control. The awad lapses if, prior to the vesting 
date, either Mr Bandier resignsvduntarily or his employment 
agreement is temlninated by the Group ror cause (as delined 
in the conhet). The Committee considers that this one-time 
share award reinforces the primary focus on achieving growth 
in profits over the long run, as well as providing a strong 
incentive for &Bander to remain with the Group. 


As a senior executive of the E M  Music Publishing b e e s  
during the year, Mr Faxon pdapated in the SEIP and his 
outstanding award opportunities are included in the tztbles 
on pages 28 and 29. On heing appointed an Executive 
Directw, Mr Faxon received an initial grant of options under 
the W S  over 500,000 shares He is also entitled to lume 
annual option p n t s  wer 250,000 shares, rcprcsenting 
approximately 1.5 times base salary, and is eligible to receive 
further grants of options under the ESOS. 


Awards to Executive IYrectors under previoils incentive plans . 


a-e dec~iled in pl-eviious years' Annual Reports The Eecutive 
Directors' share interests arising From the SEIP and other 
incenk plans are notcd on pages 28 and 29. 


-&d sham 
Mr Bandier has aiso been granted a resuicred share award 
under the SEE of 662,500 shares. These shares will v a t  no 
earlier than 31 March 2006. The awnrd is in lieu of additional 
base salary and is not subject to perlormance requirements 
The airri of the award is to bring Mr Ba~fier's basjc annuat 
remuneration into line with competitive practice in the US, 
w h a e  he is based, whilst aligning his interests more closely 
with those of the shareholders and providing him with a strong 
incentive to remain with the Group. Mr Eandier's previously 
reported restricted share avard over 350,000 sharesvested 
on 31 March 2002. 


Mr Bruldiefs restricted share m \ d  nil1 lapse iT, prior to 
the vesting date, he resigns voluntarily or his employment 
agreement is terminated for cause. All or part of the award 
may also vest before the planned vesting date in catain 
circumstances, including if the executive's employment 
agrcuucl~t is ten~lirmtrd without c a w ,  w upon ad rd~~ge  
of control. 


Mr Nicoli %as gmnted a reshiaed share award under the SElP 
ofFj6,000 shares, which vcstcd on 31 March 2002. The award 
prwided Mr ~icol i  with a rqkdcement for lost potentid value 
h m  employee share inccntiw operated by his previous 
employer and was not subject to performance requirements. 


Whilst in certain circumstances these restricted share a ~ w d s  
may lapfie or he released before the vesting date, a proportion 
of their vahxc is includcd in rcported remuneration each 
year. As desoihed in Note 15 on page 48, entitlements to 
performance-related and lvstlicred share awards under the 
SEIP are met li-on1 shares purd~ased in t l x  market and held 
by the EM1 Group General Employee Ikndit Trust aid, 
tl~crefore, do not clil~lte sharchuldrrd equity. 







Remuneration Report * 
continued 


ShmOpEMnr 
As dewibed abave, in the year ended 31 March 2M2, 
Mr Levy and Mr Favon were granted options under the 
ESOS. In both cases the options were in lieu of performance- 
related awards under the SEIP. The UIC-based Executive 
Directon are also entitled, together with all other eligible 
employees, to apply for options, normally annu*, under 
the Savings-Related Share Option Scheme (SharcSave). 


Ihe Executive Directors' grants of share options are noted 
on page 29. fiecutive share options are normally exercisable 
between three and ten yearsfiom the date of grant and, 
i f p t e d  on or dter 25 August 1995, o~lly ifperfo~xnance 
targets set by the Remuneration Committee are met. The 
target set for these options relates either to the Group's Total 
SharehoIder Return or, more recently, the increase in its 
Adjusted Earnings per Share at a rate of 2.5% or 3% above 
the compound growth in the UK retail prices index. The 
aggregate exercise price of outstanding exec~~tive options 
ovcr new issue sharcs is limited to four times annual earnings, 
with any ems,  being granted over shams purchased in the 
market by the Employee Benefit Tmt. 


Rehmml tenefi and &ibulionr 
The UK-based Executive Directors are executive members 
of the UK Pension Fund, which prmides them, on n o d  
retirement at age 60, with a pension d u p  to two-thinis of 
base salary. Members contribute 4% of base salary. On death 
there is a spouse's pension of two-thirds of the member's 
pension (ignoring the impact of any exchange of pension for 
a lump sum on retirement), plus child allomces if applicable. 
An early retirement pension may be paid on 1e;lving on 
w &r age 50, but the pension is reduced by M% for each 
month that pension starts earlier than age 60. Subject to the 
Company's consent, the reduction applied may be 1- 


Transfer values are calculated on a basis that assumes the 
pension would be drswn at the eartiest date where no 
reduction would apply and with allowance for future pension 
increases (Loth bc.fivre and afkr pul6un C O ~ I I C I ~ C C ~ )  to 
rellect the past practice of p l t i n g  increases greater dm1 
those guaranteed. 


Up to age 65, the whole d a pensio11 in payment is guaranteed 
to inaease by LPJ (the lower of the prwj'ous year's increase 
in the Retail Prices Index and 5%). ARer age 65, the pension 
in exces of the Guaranteed Minimum Pension or GMP (that 
part of the pension which replaces the State Earnings Related 
Pension) is guaranteed to increase by Wl, while that part of 
the GMP which built up since 6 April 1988 is guaranteed to 
inaease by the Iowa of the previous year's inupase in the 
Retail Prices Index and 3%. 


For those . ining the UK Pension Fund after 31 May 1989, 
the ~ p *  e defined in the ~marce  ~ c t  1989) &rr ~ a l u y  b r  
p a L ? ; i O r ~  purposes t03%30  from 6April2002 (2001: E95,400). 
The Company therefore makes contributions to a separate 
defimed contribution plan that provides additional benefits 
to those affected by the Cap. Executive Directors affected by 
the Cap and the after-tax value of co~ltributions, expressed 
as a percentage of base salary in excess of the Cap, which the 
Company paid to the defied contribution plan in respect 
of them, wae: 


Mr E L Nicoli 33.42 % 
MrAMJILevy 30% 
Mr A J Hates 33.9% , 


Mr Bandier partidpat= in EM1 Music's US defmed 
contribution plans, which aim to provide a pension at normal 
retirement date of 50% of pay. Conmiburions to the plans 
were 14% and 33.45% of pay by Mr Bandierand the Group, 
myectivdy. Consistnlt wit11 US pracdce; yay for rhis purpose 
includes the d u e  ofannual cash bonuses under the SEIP. 


Mr Faxon participates in the Group's US deferred 
compensation, 401 (lc) savings and exeative retirement 
defined contribution plans Conmbutions to the plans 
were 6% and 50% of base salary by Mr Faxon and the 
Group, respectively. 


Executive 0irtxb-s' reibement beneMs and ooh'butlom during the year 
DefinedbenefilpBnon)I 


pmued pem)w, mtflsne* 


Executive Dlrectora. 
E L N b T  
M N Bandier 
AM J I Levy ( ~ p d l 5 a t o b e r X X 1 1 )  


RCFax~q(o~pcrled5mm~mz) 
FMmer Dmxknx . -. . . . . - 
K M Benyeesw14oaoberm) 50 - nil 129 387 
A J Bates l e w d  4 Fetswy a m  45 3 242" 3 29 







Service contrads 
The Combined Code recommends that one-ycar r~otice 
periods or contract terms be set as a f m  objective for 
directors However, fxed-term contracts 01- three or more 
years are the norm for senior executives in the global 
entertainment industry. In the tight of such competitive 
pnctices, the Board considers that it is in the best intcrcsts 
of the Company and its shareholders to retain the flexibility 
to compete for top executive talent through the ability 
to offer contract terms in excess of one year. 


Mr Nicoli has a senice contract terminable on one year's 
notice. Following a change of control of the Company, the 
notice period from the Company will be wo years Any 
compensation payable to Mr Nicoli on early termination 
of his senice conhact would be subject to a requirement 
to mitigate, except that in the case of termination following 
a change of control of the Company, the Rst ycar's 
compensation would not be subject to this requirement. 


Mr Levy and Mr Faxon have service contracts whih allow 
the employer to terminate the contract at any time without 
notice, with a specified severance payment (broadly, bax 
salary, benefits a d  target bonus for one year) being payable 
on termination by the employer without cause (as defmed in 
the contract). The executive may also terminate the contxact 
at any tirrle for good reawn (as defined in the contract), in 
which event a similar severance payment is payable. In the 
light of competidve music industry pracdce, where om-yea 
conbacts are unusual, there is no obligation on the exec~ltivc 
to mitigate or to offset any earnings from alternative 
employment during the year folloving termination against 
the severance payment In other circumstances, thc executive 
must give one year's notice (six months' by Mr Levy) 
of termination. 


Mr Bandier's agreement is similar, but provides for a severance 
payment of, broadly, base salary, benelits and target bonus for 
two yeax The Remuneration Committee considers that these 
~ ~ I I I S  ror W- B;uldit.~. are app~.up~iatc UI view of competitive 
practice in the US, where he is resident, and the fact that the 
employment agreement is intended to secure his services 
until retirement at age 65. 


Phmexwulive Diiors  
Fees for Non-executive Directors were increased by 7% 
during the year. JGch Non-executive Directw receives a lnsic 
fe, which is inclusive of all committee memberships. Sir 
Dominic Cadbury receives a h t h e r  amount in respect of his 
additional duties and responsibilities in his capacity a5 Deputy 
C h i n m n  and senior independent Nan-executive Director. 
Kathleen O ' D o n m  also receives a further sum for chairing 
the h d i t  Co-ttee. The level of these fecsis set by the Board 
and the Non-executive Directors take no part in the discussion 
and do not vote on the matter. The Non-executive Directors 
do not participate in the Company's incentive, share option or 
~ r k r n e n t  plans, nor do they have service contracts, but each 
appoinrment is subject to review at least every three years 


Former Executive Directors 
During theyear, the employment of Ken Berry as Chief 
Executive Oficer of EM1 Recorded Music, and of Tony Bates 
as Group Fmance Director and Executive Vte President md 
Chief F e d  O f f i  of EM1 Recorded Music, was terminated 
by mutual agreement. Mr Berry left employment and ceased 
to be aDircctor on 14 October 2001. Mr Bates ceased to he a 
Director on 4 Wruary 2002 but will continue to be emplayed , 1Pj the Cornpan), witil31 May 2002. The table on page 28 
gives details of the payments to each of them in connection 
with the terrninatici~ of their employment, which reflect their 
connactual entitlements. These payments were presaibed by 
the terms ofthe executives' employment agreements, which in 
turn reflected competitive industry pmctice. The entitlement 
to srlch payments on termination of employment has been 
disclosed in the Group's Annual Reports for al l  years since 
the employment agreements were entered into. As explained 
in the tables, certain restricted share-awards, aswell ar shares 
aanted in resect of previous bonus entitlements. wsted uDon 
Yermination d rnnpl6pnent AU other conhigalt'shart: awkds 
have la~sed. or will la~se. since the relevant txrformance 
conditibns have not &en, or will not be, m;. 


Following a change of control of the Campany the spedfied 
severance payments for Mr levy and hlr Faxon would be 
based on base salary, benefits and target bonus for two years. 
Addidonally, followir~g a change of control, Mr Bandier 
is entitled to tamhate his service contrdct after a one-year 
transitional period and to receive a s e m c e  payment 
as if he had terminated the c o n a t  with good reason. 
Mr Bandier's contract also provides for its automatic expiry 
VJI 31 M a d  2006. 







RemunerationReport 
continued 


Remudon details 
Annual remmration' 


Executive Directors: 
E L Nicoli 
M N Bandie  
A M J I Levy (aaomed15~m) 
R C Faxon bppolrnerl~~ebuaym 
F w m r  Dlrectom 
K M Berryeesgned14moberm) 
A J Bates (1-4 ~ e b r u s y w  


Sir Colin Southgate (reo8rpd iew lea) 
Norrexecuthre Mrectors: 
Sir Dominic Cadbury 
H Einsmann 
M R Jackson . - -- 
H R Jenkins 32.4 - - - 32.4 30.4 
K A O'Donavan 37.4 - - - 37.4 354 
Tatd 20(n 4,905.1 7,7953 447.6 2,M7.9 Is;t6!5.9 - 


Remunemthn Irorn prior-year share ilwards ceashg to be contingent 
lo02 2001 
T d a l  mi4 


Am& valud hs& v&9 
hb.drkrsr &'boo Uadshaes L'MO 


Executlve Directors: 
E L k d i  21,667b 788  21.667 98-5 
M N Bandier 87 ,W 3l7.2 87.500b 397.7 
AM J I kV'j(wtedl50clcber~al) - - - - 
R C Faxon c ~ e d  5 MNW 2mz) - - - - 
F m e r  Directas: 
K M Berry pw 14 onober mol) 229,912" 784.6 181,250b 823.8 
A J Bates (~edgnd 4 F€~NUY m) 75,344' 2733 48.443 220.2 
Sir Colin Southgate (re- ie M 1994 - - 19,555 88.9 
Total 414,423 3,453.4 358,415 1,629.1 
? h e ~ u e i s b a s e d r n t h e ~ p l o e m ~ d d a t l I a * i Y d r m a s e d 1 0 b e ~ .  
a ~ r e k m d t o m p e g c 2 5 , ~ ~ u p o p m m d r e S l ~ c d ~ ~ & l o ~ d r r e m ~ m t o n m s t J m n , ~ t o l h e t u n e ~ n ~ h e ~ r u u e e B n e d . ~ n ~ ~ n ~ a n  
a r n m s B n c e s t h s s e a r a & d l a p ~ ~ b e r e l d ~ t h e U ? S D g d a l e  


Directors' interests 
Dlrectofs' interests (all benetkid) In the Conpany's Onlinary Shares of 14p e&" 


Executlve Dbeelor% 
E LNcoba 13w3T 133,982 71,610 67,722 
M N Bandier ~~ - 155,060 - 
AMJl levy~~mtedis~amerm) ~~ - 200,000 - 
R C Fawn (-td 220,027 lEB,5!H 220,027 183,554 
~ e c u t l v e  Directas- 
Sir Dominic Cadbury m m  - 5po0 - 
H Einsmann Woo - 1,800 - 
M R Jackson 739 - 739 - 
H R Jenkins %lol - 1.101 - 
K A O'Donovm 2,c'oo - 2,000 - 
~ ~ ~ s ~ e r d D - ' t ) ~ i s & ~ k r b ~ ~ n ~ J l h ~ ~ o ~ o f h h & A c t l 9 8 5  
' N o D ~ h a d ~ ~ n e f e ~ t n e h e r ~ a & b ~ d a n y s u ~ y o l l h e C m p m l .  
~ w r e r e r s m m n a x ~ r g m s h a e a * a d s l n d e r p e r r u ~ n o e r a n e p l a a p e  meyhaveceasedmmdependenmMveperfo~and/oraem~ersut)eaIolalemse) MOSI 
o i O e E x p W v e ~ a l r o ~ ~ ~ ~ ~ m ~ l n d e ~ s o e m h e p e m . ~ ~ n t h e ~ ~ t a M e  
~ o n 2 6 ~ ~ ~ n , ~ ~ s m t m s n l h 2 C a n p n l s Y , ~ 1 ~ s ~ ~ ~ d b , 4 8 ~ c n m ? ~ m c R o l ~ ~ 1 m a c d 0 ~ n r ~ 5 ~ ~ a 0 l ~ h e l d b y ~ ~ ~ ~ ~ ~  
W C c r p M e W E & h / P l a a  
~ ~ h e ~ d s h ~ ~ d m r m ~ m l ~ ~ ~ & o f 6 6 ~ ~ h v e s a d 3 Y ) . M X ) ~ r ~ . ~ ~ ~ l h e y - ~ a s ~ s h a e s ~ m t b c ~ l n n c d l o h l r F h m h a n d  
I V b B a r b e r m n l a n t r ~ d 0 s e p e M f o r M l e d m s ' ~ & d r m ~ u ( E e n d ~ 2 1 ~ ~  







Directors' restricted and contingent share awards under longterm incenb've plans* 
T d  raMd0d 


d n m  Wd, 
Rnmred 


Told 
w e 4  la 


ket 
~trtdctrd ind 


l ~ 1 0 0 1  cmgm 2% CMaZ nrrm(YB(kll 
l o r h  


mntlngert 
cudaeol hat Rasbkted mat 


*as* nards 


d W r  
*Ies lndudedn beEPlag La& 31- -aa)ta* ?a- aumnmenl awarded remdm 
myear m y e d  - n K a  1002 2002b n d s d b r p r  MM 


Executive Directors: 
E L Niioi 423,774 25r1235 (21667) - (1999W 462,433 65poo 65,000) 4MP33 
M N M d i e F  1.029,751 1,9l2,%)0 E87.500) - - - (650,000) 2,204,751 354000 d35olO0O)2,2M,751 
A M J l k V f  - - - - - - - 
R C Faon '  - - - (115,074) 4-754 - - 418,754 
Former Directors: 


- 


*bm?gaushare ~ d r  are -1 m fuve performince &/a s&Zl lo brlernre.She ShDVn- reflEdtt!e m a u m  PSI&? potendd share hlwna 
b h r \ s b a n p a g c 2 5 . l h e e ~ ~ a ~ o n o f r e s ~ ~ e ~ & b ~ r s m u P n M n c o s t o m a e ~ e ~ t o t k t L r p p d n w l S c h h e ~ a r e e a r r d e w n ~ ~ & m a e m n  
dramstares mese awads rmld lage or be released Wae lhe yesag m e  
= ~ ~ ~ ~ d s o ( l 2 5 0 ~ ~ n c e s l o e s w d 6 8 2 ~ R p s ~ S h a r e s m ~ w M ~ u w l e r ~ ~ s d h s ~ ~ e ~ , a s ~ W w ~ 2 5 .  
d&xdrmed 15 O c t o k  2001. 


I 


Directors' share options over Ordinary Shares of 14p eacha 
As at 


1 w 2001. 
udateol A9 st 


Dale Exerdse -4 Granted 
*"red 


31 Msnh 
Dnm n * w  ~ D Z  


Executive Directors: 
E L Nicoli 3 June 1999 440.000~ 60.000 - 


21 December 2000D 442.000~ 3,817 - 
Total 63,817 - 


2g 
- 


= a 7  
M N Bandler 25 &gust 1995 590.315~ 253,084 


23 August 1996 734.500~ - 
253,w 


60.000 
6 June 1997 575.000p 52,144 - 


60 .m 
52,144 


Total 365.228 - 365,228 
A M J l Levy 15 October 2001 300.000p - 
( a w e d  15 Omber 2001) - 


3 ~ , 0 0 0  
400.000p 


3 l ~ , 0 0 0  
15 October 2001 - 3000,000 31000,000 
15 October 2001 500.OOOp 


- 2.000.000 
15 October 2001 700.000p 2000,000 


2,0001000 


- 21000,000 
2 January 2002 357.300~ 2000,OOO 2100'A000 


- Total Q ~ , o O O  
734.500~ 6 7 , m  - ~ 2 , 0 0 4 ~  


R C Faxm 23 August 1996 67,500 
(aip0bn-j 5 ~ehw =) 6 June 1997 575.00013 50.326 - 


- 
!3,326 


5 February 2002 305.OCQp 500,000 ~ , o o O  
Total 117,826 500,000 6l7,826 
Former Directors: 
K M Berryc 22 July 1994 533.0001, 200,000 - 


14 Caober 2001) - 204000 
25 August 1995 747.000~ 231,500 
23 August 1996" 54,146 - =%500 


par (14~) 
23 August 1W Par (14~) 62,672 - 62,672 


9,m 
23 August 1996 734.500~ 430,000 - 430,000 


6 June 1997 575.000~ 206.778 - 206,778 
5 June 1998 5315oop 16,000 - 16000 


Totd 1.201,096 - 
- 


u* 
A J Bates' 23 August 1996 734.500~ 67,500 67,500 
~ r r d 4 - 2 0 3 2 )  27 Mar& 1997' 466.000~ 3,700 - 3,700 


6 June 1997 575.0001, 51,672 - 51,672 
Total 122,872 - 122,872 
~ ~ s ~ ~ c p l l o n s ~ u d w t o u n c l h c r l u ~ n m p ~  m m b m . ~ t o M g ~ n m d e m m O e r r O ~ e d * I a r o ~ 1 ~ w d ~ ~ I ( M O 1 ~ ~ ~ ~ ~ p i a e s , ~  
31Mari120a2ras352~ h h e r s g ? d c l o ~ m ~ e t ~ p r p p r p ~ ~ h y e a r w ~ ~ 4 p D 5 0 5 p E ~ ~ o p a o m w m ~ l y ~ ~ t h e p e d ~ m e a r ) e r  
t h a n ~ y e a n u d ~ m l a ) e r l h m t m ) ~ a 9 t r w n l b d ~ b B a n t ~ ~ e r e r u 5 e d a l o p l ~ ~ ~ m w ~ ~ ~ 2 5 ~ 1 9 9 5 a ~ ~ l o ~ o f p " h n r e f a g ~ l s . ~  
referred tom pige 28. 
'Swe9.e opmhs as mmaUy eaen~sat)e la a skinmh pelbd WWvg cawdam d saungs to &her a t b w e a a r  afnejea ShaeSae cwlml 
' ~ I p n t o t h e a t h o v e m l d a n y r e ) m e d p d ~ m n b n o n s , M a u l m 0 B e r r y m z y ~ ~ ~ ~ o ~ m s v p w 1 4 ~ 2 a J 2 m d U ~ o b e  m . r e s ~ ~  
.Exguhe share oplm W s  were amended a l 2 3 h p s t  1996 D r e f M  um demerger. Fa n o n U K r e ~ d a a s  an d t e  acpxamem rar m a k n  & opdon but, m the h w  Revawe mud not 
p s m s u c h r n c ~ u n m e m o ~ e d ~ m ~ ~ m o d c w h e o p O m ; d U K ~ ~ o l a d . m r c J p m o f & w h a n . a s p D p d p r v ; l k e ~ r m s ~ . m n d e d b o r t . a c  
broar)y h samo eflw as f the W m e m  had been made adHhrh canortt# be ernmsedwh, m ib sane l m s  as IIX oodnd rm&l to vnch 11 &UP-$ 
S r l * m t o ~ o c h r r c m r n t d ~ n y ~ l c d p n l a m ~ m c e n c ) l m s . ) r t B a 8 5 ~ ~ s e h s ~ ~ o p b o n s w t 0 3 1 ~ 2 O m . t h e f r s t ~ d V r d a e ~ ) ~ k ~ t o k y ,  
enoloKe of the GJWI He may exerpre ha ShaeSwe odw up lo 31 Onober 2C02 
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Auditor's Report 


Independent Auditor's Report to the members 
of EM1 Group plc 
We have audited the Group's fmanaal statements for the 
year ended 31 March 2002 which comprise the Consolidated 
Profit and Loss Account, Consolidated Balance Sheet, 
Company Balance Shcct, Consolidated Cash Flow Statcmcnt, 
Consolidated Statement of Total Recognised Gains and 
Losses, Reconciliation of Consolidated Shareholders' Funds 
and the related notes 1 to 34. These f m a a l  statements 
have been prepared on the &IS of the accounting policies 
set out therein. 


Respective responsib'ities of Directors and Auditor 
The Directors' responsibilities for preparing the Annual 
Report and the financial statements in accordance with 
applicable United Kingdom law and accounting standards 
are set out in the Statement of Directors' Rgponsibilities. 


Our responsibility is to audit the financial statements in 
accordance with relevant leg;al and regulatory requirements, 
United Kingdom Auditing Standards and the Listing Rules 
of the Financial Services Aurhority. 


We report to you our opinion as to whether the fumcial 
statements give a true and Mr view ,and are properly prepared 
in accordance with the Companies Act 1985. W also report 
to you il; in our opinion, the Directors' Report is not consistent 
with the financial statemen&, iC the Company has rlot kept 
proper accounting records, ifwe have not received all the 
h~furrrration arid explardtiurls we require for our audit, or 
if information spe&ecl by larv or the Listing Rules regarding 
Directors' re~nuneration and kmsauio~~s with the Group 
is not 4.wlwd.  


We review whether the Corporate Governance Statement 
d c c t s  thc Company's conlpliancc with thc scven provisions 
d t h e  Ccmbined Code spedfled for our rwiew by the 1 Jsting 
Rules, and we ort if it does not We are not required 
to consider w h z e r  the b a d ' s  statements on internal 
control cover all risks .md controls, or form an opinion 
on the effectivrnes ofthe Gmup's corporate governance 
pmedures or its risk and control pmcedures. 


Basis of audit opinion 
We conducted o w  audit in accordance with United Kingdom 
Auditing Standards issued by the Auditing Practices Board. 
An audit indudes examination, on a test basis, of evidence 
relemt to the amounts and disclosures in the fmanaal 
statements. It also indudes an assessment of the significant 
eshates and judgements made by the Directors in the 
preparation of the fmancial statements, and of whether 
the accounting policies are appropriate to the Group's 
circumstances, consistently applied and adequately disclosed. 


We planned and performed our audit so as to obtain 
all the information and explanations which we considered 
necessary in order to pmide us with suffioent evidence 
to give reasonable assurance that the financial statements 
are free from material misstarement, whether caused by 
fraud or other irregularity or emor. forming our opinion 
we also evaluated the overall adequacy of the presentation 
of information in the financial statements 


Opinion 
In our opinion the financial statements give a tnle and 
hir view of the state of a a i n  of the Company and of the 
Group as at 31 March 2002 and of the loss of the Group 
for the yew then ended and have been properly prepared 
in accordance with the Companies Act 1985. 


ErnstgcYuungLLP 
Registered Auditor 
London 
20 May 2002 


We read other idormation contained in the Annual 
Keport and consider whether it is consistent with the audited 
fmancial statementi This other information comprises the 
Diectors' Keport, ChairrnanS Statement, Business Revjews, 
financial Rcvicw and C"p"uc C~wmanoe Statement. We 
consider the implications for our report if we become aware 
of any apparent misstatements or m a t d  inconsistencies 
with the f m d a l  statements. Our responsibilities do rrot 
extend to any other information. 







Consolidated Profit and h s s  Account 
for the year ended 31 March 2002 


T d d  Jdnlreh. 
HMV Qloupplc 


Turner: 
Total (including joint venture) 3,l53.7 707.9 
Less; joint venture turnover (707.9) (707.9) 


~rwpmmaver I 5 4 4 5 8  - 
Cost of safes 2 ($726.5) - 
Gross proM 719.3 - 
Distribution costs 2 (127.5) - 
Administration expenses 2 (708.9) - 
Other operating income, net 2 - 
Group operating (loss) wofi 


Share of operating pDfit in joint venture before exceptional items 
Share of operating exceptional items in pi venture 


u3 1, (10.3) 
(10.3) 


Share of operating pmfii in joint venture 
Share of operating bsses in assmated undertakings 2.9 - 
Total operating (loss) profit (69.6) 34.3 
Nmoperatng exceptional O k m s  9 - - 
(Loss) profit before finance charges (69.6) 343 
Finance chan?es: . 


G m p  ( i n c k n p  associated undertakings) (60.4) - 
Joint venture before exceptional items 
Joint venture - exceptional items 


Joint venture 


(20.7) (20.7) 
(2.1) (2.l) 


(228) (22.8) 
Total finance charges 6 (83.2) (22.8) 
(Loss) prNit on ordinary activities before taxation Il52.8) 125 
T d o n  on profit on ordinary activies 7 (38.2) (7-4) 
(Loss) wont on ordlnary acttvltles alter taxation (19LO) 4.1 
Minority interests (equity) (8.5) - 
(Loss) profit attributable to members of the Holding Company (199.5) 4.1 
Dividends (equity) 8 (62.2) 
Tmnsfer from poti~ and loss reserve (2627) 
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Balance Sheets . 
at 31 March 2002 


Faed assets 
Music capyrights 
Goodwid l 
Ta@Me fixed assets 
Investments: subsiaary undertakings 
Investments- joint venture (HMV Group plc) 
Investments assodated undertak'hgs 
Other fwd asset investments 
Investments: own shares 15 l3.1 14.4 133 14.4 


8721 977.7 2,510.7 2,445.4 
Current assets 
Stocks 
Debtors: amounts falling due within one year 
Debtors: amounts falling due after more than m e  year 
Deferred taxation 
Investments: l i i d  funds 
cash at bank a;ld in hand and cash deposits u, 857 136.9 6.5 37.4 


l,044.0 1.188.4 lJB3.2 1,224.8 
Creclitors: amounts falling due within one year 
Borrowings is (771.0) (662-9) - - 
Other creditors I 21 (112973.) (1,358.1) (78.2) (130.5) 


(2.0683) (2.021.0) (782) (130.5) 
Net current assets (Ilabilities) (1,0243) (832.6) v05.0 1,094.3 
Total assets less current Ibbitles (1520) 145.1 3,6357 3,539.7 
Credtors: amounts falling due after m r e  than one year 
Borrovvings I (373.3) (467.5) - - 
Mher aediiors 22 (27.4) (28.9) (597.0) (574.0) 


14UO.71 1496.4) (597.0) (574.0) . . . . " .  
Provisions for liabilities and charges 
Ueterred taxanon n (3.4) t3.6) - - 
Other provisions 24 (1733) (116.7) (10.4) (16.0) 
Invesbnents: joht venture (HMV Group plc) 14 


share of gross assets 2083 1919 - - 
Share of gross liabilities (363.2) (360.2) - - 


(159.9) (168.3) - - 
(336.4) (288.6) (10.4) (16.0) 
(889.l) (639.9) 3,0083 2,949.7 


Capital and reserves 
Calledup share capital a 110.4 110.4 U0.4 110.4 
Share premium account a 4458 445.6 445.8 445.6 
Capital redemption reserve 2a 495.8 495.8 4 9 U  495.8 
Other reserves 26 256.0 256.0 436.4 456.9 
Profit and loss reserve (induding goodwill previously written off) 26 (2,3382) (2,084.0) l,5l9.9 1,441.0 
Egulty shweboldels' finds (1,030.2) (776.2) 3,0083 2,949.7 
M w   in^^ (equity) 27 141-1 136.3 - - 


(8893) (639.9) 3,0083 2,949.7 


Eric Mcoll 
Roger Faxon 
Directors 
20 M q  2002 







Statement of Total Recognised Gains and L~sses 
for the year ended 31 March 2002 


ma 
20M Restated 


Im h fm fm 


(Loss) profit for the financial year 
Grow (202.0) 82.3 
Joint venture 4.l 3.7 
Associated undertahings u-6) (4.0) 


(Loss) profit for the financial year - as reported (199.5) 82.0 
Currency translation - Group' 
Currency translation -joint venture and as-ated undertakings 


(6.5) 
0.5 


(11.2) 
(0.6) 


Other recognised losses (6-0) (fi.8) 
Tatal reco@ised gains and losses relating to the year (2055) 7 0 2  
Prior-year aojustments 122 - 
Total gains and losses since last Annual Report (193.3) 70.2 
'Netetcurenyk!d.alnrdt1.5m1200T W 6 m L * H e h r e l f i e D l a e ~ w r ~ ~ l o h a r e n o m r m ~ a n d ~ r e ~ ) e d b x ~ d f L n l Q 0 0 1 . f 5 ~ ) . h ~ b e e n n d & w ~ m e  
Gmwmmemy vslsladon nnnenw,~ m ~ ~ ~ I I R L  


Reconciliation of Movements in Shareholders' Funds 
for the year ended 31 Marrh 2002 


Opening shareholders' funds - as reported (788.4) (727.6) 
mimyear adjustments (see Note 26) l2.2 15.0 
Opening sharehdders' funds (restated) (776.2) (712.6) 
(Loss) wDfit for the f m i a l  war (199.5) . 8 2 0  
prior-year adjustment 
Dividends (equity) 
Other recognised losses 
Goodwill adjlstments 
Share of ioint venture reserves adiustment 
Shares issued 02  10~ 
Net decrease in shareholders' funds for the year (254.0) (63.6) 
Closing shareholders' funds (&030-2) (776.2) 







Consolidated Cash Flow htement 
for the year ended 31 March 2002 


Net cash Inflow from operating actlvitle~ 23l.S 314.8 
Dividends tecehred fmm assdated undertakhgs 14 0.7 0.3 
Returns on Investments and servlclnR of finance - 
Interest received 
Interest paid 
Interest element of finance lease payments 
Dividends paid to rn'morities i3.3j (i5.2j 
Net cash Ouwow from return on investments and senidng of finance (62.0) (100.8) 
Tax paid (223) (48.5) 
C a w  expendture and financial investment 
Purchase of music ~ ~ @ g h t s  
Purchase of tangible fuced assets 
Sale of tangible fixed assets 
Purchase of investments: own shares 
Purchase of other fixed asset investments 
Sale of other fixed asset lrrvesbnents 
Purchase of as&ed undertabngs 
Loans repaid by (made to) associated undertakings 
Disposal of associated undertakings 
Net cash o u m  from capital expendltuce and iinancid investment 
Aaulsrtions and diswsds 
Purkhase of b u s i n e k  net of cash acquired 31 (226) (10.8) 
Deferred consideration paid (3-4) (3-9) 
Net cash outnow from accplWtions and dlspo6ak (24.0) (14.7) 
Equityrbvidendspsid (W.3) (125.2) 
Net cash outflow before management of liquid resources and fi-ng (63.4) (19.5) . 
Issue of Ordinay Share capital 0.2 1.0 
Management of liquid resources 20 38.9 
Financing: 


New loans m 4603 240.1 
bans repaid xl (458.6) (312.5) 
Capital element of finance leases repaid (fi) (1.2) 


Net cash inflow (outflow) from management of Nquld resources and linanclng 5.9 (33.7) 
Decrease In cash m (57.5) (53.2) 







Remncn'ion of Group opedng (loss) proiit to net cash inflow from operating activities 
lDDa -1 


Group operating (loss) proft 
Depreciation charge 
Amortisation charge: 


Music W g h t s  
Goodwill 


fixed asset writeilown 
Goodwill write-down - subsidiaries 
Goodwill write-down - associated undertakings 
Associate %rite-down 
Amounts provided 
Provisions utilised: 


Disposals and fundamental reorganisations 
Other 


Decrease (increase) in working capital: 
Stock 
Debtors 
creditors 222 ' 94.3' 


Net cash inflow from operating activities a 9  314.8 


RlAA 0043468 







Accounting Policies 


Basis ofpmpamtion 
Tbe consolirlared fmancial statements are prepared under 
the historid cost convention and in accordance with 
applicable accounting standards. The results for the 
yean ended 31 March 2002 and 31 March 2001 represent 
continuing operations. 


The gecgaphic segments shown in Note 1 have been revised 
to reflect more accurately the way the business is currently 
m2nagm.L T l ~ e  prioryear comparatives have been restated 
to reflect this 


Basis of onsolidation 
The consolidated fmancial statements comprise the 
accounts of the Company and its subsidiaries The results 
of all subsidiaries are taken fmm their accounts made up 
to 31 March. The results of subsidiaries, joint ventures and 
associated undertakings disposed of or acquired during the 
year are induded up to, or horn, the date that control pass. 


Changes in financial reporting standards 
The Accountim Standards Board issued the follow in^ 
Rnancial lIepokng Shndards effective for the ~onhp'an~'~ 
year ended 31 March 2002: FRSl7-MirmnsLt b p t r ,  FRSlB- 
Aamrdng hkiq and m 1 9 -  DQerrpd Ter The aansitional 
arrangements fur FRS17 have been adopted by the Group 
with effect fiom 31 March 2002 (see Note 30). FRS18 was 
adopted by the Group with effect From 1 April 2001 and 
has had no material impact on the accounts. FRSI9 wm 
adopted by the Group with effect li-om 1 April 2001 and 
the comparatives for the year ended 31 March 2001 havc 
been restated where appropriate (see Note 26). Significant 
new accounting policies arising from the adoption of 
these standards are detailed below. 


Foreign currencies 
Transactions denominated in foreign currencies are recorded 
at the ratesof exchange ruling at the date of the transaction. 
Monetary assets and liabilities denominated in foreign 
currencies are retranslated into sterling either at year-end 
l a t e  or, where there are related fonmrd foreign exchange 
contracts, at contract rates. The resulting exchange 
differences are dealt with in the determination of profit 
for the fmandal year. 


On consolidation, average exchange rates have been used to 
translate the results of overseas subsidiarjehjoint ventures and 
dated undenlkings The assets and liabilities of o m e a s  
subsidiaries and associated undertakings are translated into 
sterling at year-end rates. 


Exchange differences arising from the retranslation at year- 
end exchange rata of: 
(i) the opcning nct investment in overseas subsidim-es, joint 


wltures and -as&ted u~~dermkings and foreign 
currer~q L ~ r r o w i ~ ~ p  in so far as they are matched 
by those overseas investments; and 


(i) the results of ovewa5 subsidiaries, joint venmes 
and associa~cd undertakings, 


are dealt wirh in Group reserves. 


Turnover 
Turnover represents the invoiced value or contracted 
arnount of goods and services supplied by the Company 
and its subsidiaries. Turnover exdudes value added tax 
and s i i  sales-related taxes 


Pemion cost3 
Pension costs, which are determined in accordance with 
SSAP24 -Auacnring fmP& Cm4 are charged to the p d i  
and loss account so as to spread the cost ofpensions over h e  
working lives of the employeeswithin the Group. Valuation 
surpluses or d&ts are amortised over the expected 
remaining working life within the Group of the relevant 
an loyees (estimated to be eight years in respect of the 
W$ The amorti ion of vAuation s~uph~ws is restricted 
to an amount equal to the regular pension cost AccordingIp 
employer expense in respect of the main scheme, which 
covers employees in the UK, has been taken as $14 for 
each of the two years ended 31 Mardl 2002 for reasons 
of wnsemtism. 


Joint venbms and assodated undertaking: 
Where the Group has an investment in an entity which is 
wiffkient to give the Group a participating interest, and over 
which it isin a position to exerdse significant influenoe, the 
entity is treated as an associated undertaking and is accoimtd 
for using the equity method. Entities in which the Group 
holds an interest on a long-term ba5is and which are jointly 
controlled by the Group and one or more other parties under. 
a contractual arrangement, are treated as joint ventures and 
are accounted for using the gross equity method. 


The results ofjoint vcnturcs and assodated undertakings 
are taken from their accounts made up to 31 March or such 
earlier datc (not prior to 31 Dccember)~vhich represents 
their fmalaal period end, as adjusted for mataial items 
that have occurred in the intervening pcriod. 


Goodwill and other intangibles 
Goodwill and recorded catalogue intangibles m-sing on 
acquisitions made &er 31 March 1998 are capitalised and 
arnortised over their expected useK11 life, prinapaUy restricted 
to 20 years, in accordance with Fl7SlO. They are reviewed 
for impairment at the end ofthe fmtliull fmancial year 
following acquisition and in other periods Xwentq or 
changes in circumstances indicate that the carrying value 
may not be recoverable. 


Goochd arising on accluisitions Aade before 31 Mardl IN8 
has been charged against shareholders' funds in the 
year of acquisition and is induded within the profit and 1- 
reserve, yet separately identifled within the reserves note. 
This goodwill will remain in reserves until, on the disposal or 
dosure of any business, the profit and loss account includes a 
charge in respect of the goodwill previoudywritten off against 
shareholdas' funds on the acquisition of the 







Music copyrights 
Music cofights purchased prior to 1 April 1989 were 
written off against shareholders' h d s  on acquisition. 
Copyrights acquired as a result of acquisitions on or after 
I April 1989 are capitalised as intangible assets in the Group 
balance sheet, and are arnortised by equal annual amounts 
over not more than 20 years, other than in exccprional 
circumstances when sd i i en t  ongoing i r n F - e n t  tests can 
be ~erformed to s u ~ ~ o r t  a useful economic life of over 20 
yrak Where a us& economic life of up to 20 years ha. been 
adoptcd, copyrights arc rcviewed for impairment at the end 
of the fmt full fmancial year following acquisition and in 
other periods if events or changes in circumtances indicate 
that the carrying value may not be recoverable. 


Advances to artists 
Advances to artists and repertoire owners are assessed and 
the value of the unrecouped portion to be included in 
debtors is determined by the prospects of future recoupment, 
based on past sales perfonfiance, current popula~ity and 
projected drs 


Leased assets 
Assets held under fmance leases are included as tangible 
f ~ e d  assets at their estimated purchase cost and depreciated 
over their expected useful lives, or over the primary lease 
period, whichever is shorter. The obligations relating to 
fmance leases (net of fiance charges allocated to hture 
periods) are included under borrowings due wih in  or after 
one year, as appropriate. Operating lease rentals are charged 
to the p d i  and loss account on a straight-line basis over 
the lease term. 


Depreciation of tangible fured assets 
Depredation of tangible firxed assets is calculated on cost at 
rates estimated to write on t l~e  cost, less the estimated residual 
d u e  of the relevant assets by equal annual amounts over 
their expected useful lives; effect is given, where neceswy, 
to cornrncd and technical obsolescence. 


The annual ram used are: 
Freehold builcfiligs and long-tan1 


leasehold property 2% 
Short-cerrn leasehvld property Period of 1- 
Plant, equipment and vehicles 10- 33%% 


The canying values dmgible fnred assets are rmiewed for 
impairment in periods irevents or c h q e s  in circumstances 
indicate the carrying value may not be recoverable. 


stocks 
Stocks and work in progress are stated at the lowa of cost 
and net realisable value, less progress payments on 
uncompleted conbacts and provisions for expected losser 
Cost indudes manufacturing overheads where appropriate. 


Taxation 
The Company has undertaken to discharge the liability 
to corporation tax of the majority of its wholly owned UK 
subsidiaries. Their UK tax liabilities are therefore dealt 
with in the accounts of the Company. 


Deferred ta2 is recognised in respect of all timing differences 
that have originated but not reversed at the balance sheet date, 
where transactions or events have occurred at that date that 
will result in an obligation to pay more tax, or right to pay 
less, or to receive more, tax, with the following exceptions: 
- Provision is made for tax on gains arising h m  the 


revaluation (and similar fiirvalue adjustments) of frxed 
assets, or gains on d i s p d  of fmed assets, only to the extent 
that, at the balance sheet date, there is a binding agreement 
to dispose of the a x t s  concerned. However, no provision 
is made where, on the basis of all available evidence at the 
balance sheet date, it is more likely than not that the taxable 
gain will be rolled wer into replacement assets. 


- Provision is made for gains which have been rolled over 
into replacement assets only to the extent that, at the 
balance sheet date, there is a commitment to dispase 
of thd repkenrent assets. 


- Frovision is made for deferred tax that would arise on 
remittance of the retained earnings of overseas subsidiaries, 
associates and joint ventures onIv to the extent that, 
at the balance sheet date, dividends have been acuued 
as receivable. 


- Dderred tax assets are recognixd only to the extent 
that the Directors consider that it is more likely than 
not that there will be suitable taxable profits from which 
rhe underlying riming ditferences,can be deducted. 


Deferred tax is measured on an undiscounted basis at the 
tax rates that are expected to apply in the periods in which 
timing differences reverse, based on tax rates and laws 
enacted or substantively enacted at the balance sheet date. 


Fmaucial instnrments 
Any premium or discount associated with the ~uchase 
of interest rate instruments is mortised over &e life of 
the transaction. Interest receipts and payments are accrued 
to match the net income or cost with the related finance 
apcnsc No amounts arc rccogniscd in rcspcct of 
future periods 


New media holdings 
Holdings in new media companies that arise as a consequence 
of liensing, distribution and other similar deals with such 
companies, are camed at cost, which is typically minimal. 
Ir~corne fioni these holdh~gs, net of costs, is only recognised 
when received as cash and is treated ;~ r ,  other operating income. 
Tl~c  costs relating to these in\vstments are held within 
debtors until they are rerognised with the related income. 







Notes to the Financial Staements 
for the year ended 31 March 2002 


1 Segmental analyses 


Bydassofbusinerrs: 
Recorded Music 2,029.4 83.1 44.4 8,644 2,282.0 227.5 224.4 9.388 
Music Publishing 416.4 1076 453.9 626 390.7 105.0 516.9 608 
other (HMV Group plc) n/a n/a (162.9) n/a n/a n/a (168.3) n/a 


Group' 2,4458 190.9 335.4 9,270 2,672.7 332.5 573.0 9,996 
Opdng exceptional ilems 
and amortjsalion' (-1 (95.0) 
Group operating profit' ( l a o )  237.5 


By origin: 
United Kingdom 
Rest of Europe 
LBtin ~meriGa 
North America 
Asia Pacific 
Other 20.7 4 3  6.2 215 22.0 5.3 4.4 227 


Group' 2,44!5.8 190.9 335-4 9,270 2.672.7 332.5 573.0 9,996 


By-- 1 
Untted Kbgdom 337.4 356.3 
Rest of Europe 726.9 721.6 
Latin America 88.9 132.0 
North Pmerica 828.6 889.3 
Asia F'aciric 440.6 540.0 
Other 23A 33.5 


Group' 2,445.8 2.672.7 
' G r a r , h r n ~ i n d n p n ~ H e M s t b D a # s ~ d . r e d a m r s ~ t a h r i n t m . e ( H W G l o q , ~ ) d a n d t e d u r r W a l a g r  ~ r e l a V r g t o h o j & d \ s n l u r e h a s b e e n  
e x k M  cbe lo mnotermnaa peod Bm 
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aha 12.2) 10.5) 
Qrmp (2919) (95.0) 


The reconciliation of ooeratinp assets to net liabilities is as follows: 


operaUcg assets 335.4 573.0 
Tax, (r~idends and net interest payable (166.6) (220.1) 
Capital employed 168.8 352.9 
Net bonowings IR ($057.9) (992-8) 
Net liabilities (889.1) (639.9) 







2. Analysb of pmfit and Ims account 
2001 2001 


Cost of sales 3,726.5 1.739.2 
Cost of sales is anahsed as: 


mnistratlon expenses 
Othw opwating income, net 


820.3 696i0 
Net operating expenses are anaiped as: 
- normal 6622 643.6 
- exceptional items and goodvvlll amortisation . 1581 52.4 


Other operating income principally cornpises the Group's share of income from joint marketing arrargernents. income from disposal 
of investments entered Into to support distribution, mawfacturb7g and product supply arangements, net patent income and income 
from new media investments. 


3. Group operating palit 


Operating proft is stated after charge 
Amwtisalion of msic comghls 43.5 42.6 
Awl-kation of goDdrvill 6.0 9.5 
Depreciation of tangible fixed assets 520 57.0 
Operating lease rentals: 


ProPertY 25.3 20.0 
Plant, equipment axl vehicles 4.7 6.7 


Research and develcpment expenditure 0.2 0.1 


A Fees to aubkm 
2002 xxn 


Mi fees paid to Emst & Young 21 2.4 
Pudii fees paid to other firms 0.1 0.2 
Other fees paid to EmSt & Young: 
UK 3.5 . NoMJK 12 


7 A - n  


O3 1.6 
3 -J 7 7 


IULal J. I I . I  


Other fees indude m.7m (2001: f0.7m) paid to Ernst & bung for tax compliance and planning services, f0.8m (2001: f 02m) for 
accountancy &ice and f nil for other consultancy (2001: £3Jm in ~~rulect[On with the prowed merger with Warner Music Group). 


5. Directors' and employees' casts 
2002 2001 


Wages and salaries 390.0 383.4 
~ 4 i  security costs 52.0 48.4 
Other pensbn costs (see Note 30) 23.9 14.5 
Total 4559 446.3 
Details of each Directw's remeration, compensation for loss of offm. pension entitlements. Img-term incenthe scheme interests 
and share options are included in the Remuneration Report on pages 24 to 29. 







Notes to the Financial Sta~ernents 
continued 


6. Finance charges 
2002 mM 


Interest payable on: 
Bank overdrafts and loans 
Other -- 15.0 8.0 


70.9 84.4 
Interest receivable on: 


Bank balances (2.7) (6.4) 
Other (7.8) (3.7) 


(10.5) (10.1) 
Group finance charges (including associated undertakings) 60.4 . 74.3 
Joint venture fir-mx charges (HMV Group plc) 22.8 29.3 
Total finance charges 83.2 103.6 
Other interest payable of E15.0m indudes a non-periodic cost of f3.6m. being arrangement and undeMniting fees paid in respect of 
the new £l.3bn bank facilii si@ed on 18 March 2002. 


The Group hdds various financial instruments in order to manage interest mte risk Details of those financial instruments held at the 
year end are given in Note 19(viii) on page 53. 


finance charges for associates are f nil (2001: hi l) .  


(i) Analysis of tax charge In the year 
Current tax: 


UK corporation tax ioa 14.4 
Advance caporation tax written back on ordinary activities (20.6) (120) 
Double taxation relief (6-7) (7.5) 


(1&51 (5.11 
Wnhhokfing tax 
Other foreim tax 
Adjustment in reswt  of prior wriods . . 
~ o h t  venture 7.4~ 1.4 . 
Total w e n t  tax 35.1 66.2 


Deferred tax: 
Origination and reversal of timing differences 


Others: 
Associated undertakings 0.5 0.2 


T a  on pmffl on ordinary acthitks 38.2 70.9 


(ii) FactoR affecting cwrent tax charge for year 
(Loss) profit a? ordinary activities before tax ( l a 8 )  162.8 
Tax at weimted aveme rate (59.6) 59.5 
Effects d-r 


- 
Expenses not deductibte for tax purposes 
Timing differences 
Utibatim of tax losses and other &its 
Or'gination of tax losses 
wriithokling taxes and other 7.8 11.4 


Current tax for the oeriod 353. 66.2 


(Ill) Factors that may a f f e c t  future tax charges 
No pro\nsion has been made for deferred tax where potentially taxable gains have been rolled over into replacement assets. exept 
where there is a comnitment to dispose of these assets. Such gains would only become taxable if the assets were sold without it 
being possible to claim rolCover relief or offset existing capital losses. The Group does not expect my tax to become payable in the 
foreseeable future. 


No deferred tax has been mgnised in respect of tax on gains arising from the revaluation of fuced assets, as the Group is not 
cwrmitted to the disposal of these assets No deferred tax has been recognised In respect of the earnings of overseas sukidiaries 
as no di iends have been accrued. 


Deferred tax assets which have not been recognised are Tax losses and credits with a value of fl72Am, depreciation in advance 
of capital allowances with a value of f.I4.6m, and other timing differences with a value of f171.6m, as there is insufficient certainty 
as to the availability of future taxable profRs. 







8. Dividends l€qUitY) 
ZOOZ 2001 1002 rn 


Per* Per share f ~ n  Im 


Ordinary dividends (net): 
Interim 
Adnsbnent to 2002 and 2001 interim .- -, 
KkFsed final 3.7% 11.75~ 59.6 92.7 
Adpstrnent to 2001 and 2000 fnal - - (0.7) (0.7) 


lotal 8.OOp 16.00~ 62.2 1252 
The final digdend of 3.759 per share will be paid on 1 October M02 to sharehoklers on the refister at the dose of business on . . - 
6 September 202. 


9. Exceptional items 
g) Operating exceptional items 


20M 2Mn 


Restructuring and reorganisation costs: 
Headcount reduction (93.7) - 
Roster reduction" (69-4) - 


Impact of economic downturn In Lath America' (16.7) 
Restructuring of satellite label a c t w "  140.5) - 


I Asset impairment and other" [2=) - 
Proposed merger with Warner Music Grwp- deal costs - (42.9) 
Totd operating exceptional items (242.4) (42.9) 


a i n c h b  u93m re la l rgwthet~m~of lhr  &germmnunthMcd~ Carey. 
~ e s u t e d n ~ ~ n a e m e d r ~ v m ; n d b a d d e n ~ .  


w k h j m g  goodm1 (L23.h) ud arsoaa~ nveslmu (t155m) wdreotfz 
-lncMog goodml (f5.h") ml rckmtkn andwhruxrw p 6 . h ) .  


The attributable taxation credit relating to operating exceptional items is f 7.8m (2001: fnil). 


(il) Nondperatlng exceptional items 
Non-operating exceptional items are fnil (2001: £nil). 







Notes to the Financial Statements 
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10. Earnings per Ordinary Sham 
2002 ZODl 


Aslaled 


Basic earnings per Ordinary Share is calculated as follows: - 
Earnings S(199Ei)m f 7 9 m  
We'med average number of Ordinary Shares in issue 7828m 782% 
Earnings per Ordinary Share (25.5)~ 10 .1~  


Diluted earnings Der Ordinary Share is calculated as follows: - .  
Earnings 
AdNsted weighted averzge number of Ordinary Shares 
Earnings per OrUinary Share 


Adiusted basic eaminRs ~w O r d i m  Share is calculated as follows: - - 
h s t e d  earnings f171.8rn 
Weighted average number of Ordnary Shares in issue 78% 7823m 
Adjusted earnings per Ordinary Share w 22.0~ 


Adjusted diluted earnings per Ordinary Share is calculated as follows: 
Ad'usted emir& £ 9 2 h  El71Sm 783zm 7831m 
A&&d we'rphtki average manber of Ordinary Shares 
Adjusted earnings per Ordinary Share w 21.9~ 


Adjusted earnings are included as they provide a better understanding of the underlyingtrading pe r fmnce  of the Group on a 
normalised basis. 


Reconciliation d adjusted eahniW 


Eamings/baslc EPS 
Adjustmmts: 


Operating exceptional items 
Non-operating exceptional items 
Share of ooeratin~! exceDtional items in ioint venture - .  .~ 


Share of &cepti&al f i n k  charges inpint venture 
Amortisation of goodwill and music copyights - - 
Athihfiababie twaEnn 
Minority interest (re music coMght amortisation) 
Minority interest (re operating exceptional i t m )  
Minority interest (re attributable taxation) 


Adjusted eamings/adjusted EPS 


I 
Year ended 31 Wrch ZOO2 Yearmtxi31MJrd)m 


Reslaled 
fm Per &re 


Adjusted dilution impact n/a - n/a (0-l)~ 
Adjusted eamings/adjusted dikrted EPS -. 921 l&L 171.8 21.9~ 
The adjusted weiped average number of ordinary ~hare&ed in the diluted earnings per share calculations, 783.6m 
(2001: 783.1m). e the we'ghted average nuirkr of Ordinary Shares in issue, 782.8m (2001: 782.31~1). plus adjustments 
for dlut'w share options. O.&n (2001: 0.8m). 


11. Musk copyn'ghts 
Gram 


Cost at 31 March 2001 
Currency retranslation 
Acquisition of businesses 
Additions 
Reclassification 
Cost at 31 March 2002 864.0 
Amortisation at 31 March 2001 301.5 
Curremy retranslation (0-1) 
Charge for yea 43.5 
Rwla%$ifimtiOn 0.9 . . - - . - - - . . . - - . - - . - ~- 


AmortisaUon at 31 March 2002 345.8 
Net bodc dues at 31 March 2002 518.2 


31 March 2001 546.8 







32. Goodwill (capitalised) 
G ~ P  


Cost at 31 March XWl 72.5 
Goodwill writterroff to exceptional items (42.0) 
Acquisition of businesses 82 
Cost at 31 March 2002 38.7 
Ammisation at 31 March 2001 114 
Goodwill written-off to exceptional items 
Charge for year 


(12.7) 
6.0 


Amartisatim at 31 March 2002 4.7 
Net book values at 31 March 2002 34.0 


31 March 2001 61.1 


l3. Tanglble Iixed assets 
GMP 


Cost at 31 March 2001 220.3 38.4 350.0 608.7 
Currency retranslation (7.5) - (7.4) (14.9) 
muisition of businesses - - 0.1 0.1 
Additions 9.4 4.5 25.3 39.2 
Disposals (8.8) (0.9) (31.1) (40.8) 
Writedown to exceptional items (1.2) - (2.7) (3.9) 
Reclassification (3.1) (4.7) 7.4 (0.4) 
Cost at 31 March 2002 209.l 373 343.6 588.0 
Depreciation at 31 March 2001 38.3 23.0 240.6 301.9 
Currency retranslation (1.9) 
Charge for year 


(8.3) 
5.1 , 3.3 4 2  51.0 


Disposals (2.9) (0.4) (27.4) (30.7) 
Write-down to exceptionaf items (0.3) - (2.5) (2.8) 
Redassication (1.7) (3.5) 4.8 (0.4) 
Depreclatlon at 31 March 2002 36.6 22.4 25i.7 310.7 
Net book values at 31  March 2002 1725 14.9 89.9 277.3 


31 March 2001 182.0 15.4 109.4 306.8 
Freehold property inrl~ldes land having a mst of f.W.4t-n (2001: f S - 3 m )  which is not depreciated. 


The net bodc vabes shown above 'mlude the following 
lm&terrn leasehold properly 81 7.9 
Short-term leasehold p m  6.8 7.5 
Finance lease assets 3.5 4.8 
Assets in the come of construction 7.0 11.9 


Cost at 31 March 2001 10.8 3.9 18.5 33.2 
Additions - 0.7 1.0 1.7 
Disposals and transfers 12.4) - (3.6) (6.0) 
Cost at 31 March 2002 8.4 4.6 15.9 28.9 
Depreciation at 31 March 2001 20 1.4 12.6 16.0 
Charge for year 0.3 0.2 1.5 2.0 
Disposals and transfers (0.6) - (23 (2.7) 
DepreclatJon at 32 March 2002 2 7  26  l2.0 15.3 
Net book values at 31 March 2002 6.7 8 0  3.9 33.6 


31 March 2001 8.8 2.5 5.9 17.2 







Notes to the Financial Statements 
c w ~ t i ~ ~ u d  


14. Flxed asset imedments 
mol CmuP C m m Y  


2001 Tm m Em Jin 2001 


Investments ci3mprise: 
Subsidiary undertakings - - 2,386.7 2,316.5 
Jcint venture (HMV Group plc) - - 96.5 96.5 
Associated undertakings 7.1 26.0 0.6 0.6 
Other fixed asset investments 22.4 22.6 0.2 02- 


29.5 48.6 2,484.0 2.413.8 
Joint venture (HMV Grwp plc) (159.9) (168.3) - - 


(wO.4) (119.7) 2,484.0 2,413.8 
Listed investments - - - - 
Unlisted investments (130.4) (119.7) 7,484.0 2.413.8 


(l30.4) (119.7) 2,484.0 2 x 8  
The market value of listed investments at 31 March 2002 was f nil (2001: mil). 


(I) Investments in subsidiary undertakings 
company 


C a t  of Net bmk 
s k n 3  L o w  RdEa3~ 


Jin 
* 


im fm fm 


At 31 March 2001 2,030.8 406.2 (120.5) 2,316.5 
Additions - 74.4 - 74.4 
Disposals. transfers and other m m e n t s  (3.8) (0.4) - (4.2) 
At 31 March 2002 2,027.0 480.2 (120.5) 2,386.7 
Details of sign.int subsidiary undertakings are set out in Note 34 on page 63. 


(ii) Joint venture (HMV Group pic) 
-UP 


Net €wry Goodwn %are of Nm b m k  
,mm *ttenon nersaA9 PrnbL&m!? v d w  


-- -.- fm fm -- Jin fm Lm 


At 31 March 2001 
Prim-year adjustmefit' 
NF?t nrnfit . . .- . .- 
Ex&$ taken to reserves 0.7 - 0.7 - 0.7 
At 31 March 2002 103.6 (2625) (158.9) (LO) (EiS9) 
Ihe p m w n  o l f i Q m  Rperena the ellmnahm d Ihe Gmw's shw d m v l s e d  pc4lB n HMV Gnaw Ws slacks. 
rR-s the m a  shm of a P- aj)lrmneN made h Hw Grmp. ms aqsanrm restes a nwoavpk of mi9-DeCned BX 


-w=w 
Cost Of Net kok 
shres LDzns FTmsjoM v* 
fm .?~n h fm 


At 3 1  March 2001 96.5 - - 96.5 
At 31 rVlarch 2002 96.5 - - 96.5 
The Company holds investments at cost, less pro&ions for dimindon in value. 







U. Rxed asset Investments (continued) 
(ii) Joint venture (HMV Group plc) (continued) 
W e  of net liabililes 
Group 


2001 2DM 
a0 im 


Futed assets 615  73.1 
Current assets MU) 118.8 
Total assets 2033 191.9 
Shwt-tenn liabilities (176.5) (170.2) 
Long-term liabilities (286.7) (190.0) 
Total liabilities (363.2) (360.2) 
Share of net liabilities (159.9) (168.3) 


(iii) Associated undertaking% 
h P  


Ne1cwIy -1 Shrnol &%4&aUJ Netbcdr 
nresh.pm mR(endf dm6 brpodul L o a s  


fm Zm Jim 5 n  IJn Jim 


At 31 March 2001 41.6 (43-4) (1.8) 10.3 17.5 26.0 
Currency retranslation (0.2) - (0.2) - - (0.2) 
Additions' and new loans L 9  - 1.9 1.7 (0.8) 2.8 
Net losses after tax (1.6) - (1.6) (1.8) - (3.4) 
Dividc:nds (0.7) - (0.7) - - (0.7) 
Disposals/proviSis (1.9) - (1.9) - - (1.9) 
Writternoff to exceptional items (7.0) - (7.0) (8.5) - (15.5) 
At  31 March 2002 321 (43.4) (-3) F7 16.7 7.9. 
7& cornideatla, m wch%2 d assarated W l b t g s  mmprlses costs ard loansmdhrg H.% (ZWX 10.EM) 


company 
Cay of MI book 
Shms Fxw?hE value 


rm rm h 


At 3 1  March 2001 0.7 (0.1) 0.6 
At 31  March 2002 0.7 (0.1) 0.6 
The Company holds investments at cost, less provisions for diminution in value. 


(Iv) Other flxed mset Investments 
G ~ P  


Cost oi  Nefbmk Coslof 
6hBBB RwlSlOne * shaar Ro- 


LcKx 
"due 


fnl Zm fn fnl fm Jim 


At 3 1  March 2001 
Currency retranslation 
Additions 
Disposals and reclassifmtions (0.1) - (0.1) - - - 
At 31 March 2002 2a9 (6.5) 22.4 25 (2.3) 0.2 
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15. Investments: own shares 
The EM1 Group General Employee Benetit Tt'uSt (Ew was established to hedge the funKe obliions of the Group in respect of shares 
awarded under the Senior Executive Incentive Plan (SEIP), the EM1 Music LongTerrn Incentive Ran and other share-based plans. The 
Trustee of the EBT. EM1 Grwp EBT (Guernsey) Limited, pwchases the Company's Ordina Shares In the open rnalket with financing 
provided by the Company. as required, on the basis of regular reviews of the anticipated $are liabilities of the Group. The Em has. 
since December 1998, waived ary entitlement to the receipt of dividends in respect of all of .ts holding of the Compaq's Ordinary 
Shares. The EBT's waiver of dividends may be m&ed or varied at anytime. 


The cost of the shares expected to be awarded under each plan is amortised over the period from the on'ginal grant of the particular 
award to the time of vestin& This is normally a period of not less than three years. 


Grwp and Company 
SrarsMd Nann;ll 


h me & Cosf AmdsalTcn N"%! 


At 1 April 2201 
Shares purchased 
Awarded bv the EBT . . - - . , 
AmMtisati6n in the period - (3.2) (3.2) 
At31March2W2 5265,995 0.7 24.3 ( l l .2) 23.1 
At 31 March 2002. the outstanding loan by the Cornparry to the EBT to finance the purchase of Ordinary Shares was E24.6m 
(2001: L29.7m). The market value at 31 March 2002 of the Orchary Shares hekl in the EBT. which are listed in the UK, was f 19.0m 
(2001: f27.8rn). 


16. Stocks 


%CQ MM C W P Y  aOOl 
tm hl Un sin 


Raw materials and consumables 13.8 14.9 - - 
Work in progress 2.5 0.6 - - 
Finished goods 26.7 30.6 - - 
Total 43.0 46.1 - - 


17. Debtors 


20QZ 
G W P  - C r a  
2001 


fn, fxn &n im 


Due vithin one year: 
Trzde debtors 386.7 428.3 1 4  1 .O 
Anmnts owed by subsidiary undertakings - - l , l690 1.168.9 
Amounts owed by associated undertakings 0.3 0.1 - - 
Arnollrrts  wed by joint venture (HMV Group pic) 13.1 8 3  - - 
Caporate taxation recovefable 14.1 29.0 - 15.6 
Other debtors 104.9 115.9 3.6 0.6 
Repayments and acaued income 244.6 287.3 I2 0.6 


763.7 868.9 u76.1 1,186.7 
Due after more than one year: 


Capcrate taxation recoverable 2 3  2 2  - - 
Other debtors 23.9 18.8 0.6 0.7 
Repayments and accrued income 107.6 94.4 - - 


l33.8 115.4 0.6 0.7 
Total 897.5 984.3 2176.7 1.1874 
Other debtors due within one year includes f 1.5m (2001: E0.3m) book Value of listed investmerrts with a market value o f f  5.lm 
(2001: fA.8m). 







Longterm borrowings 
Loans 
F i i ~  leases 
Less: repayable within one year (2.8) (26) - - 
Total kmg-kml bom,wingS 373.3 467.5 - - 
Shorttermbonowings - 
Loans and overdmfts 767.4 659.0 - - 
Finance leases 0.8 1.3 - - 
Short-term element of longterm loans 28 2.6 - - 
Tatd short-term b o r r o w l ~  77LO 662.9 - - 
TaW bone- S144.3 1,130.4 - - 
Liquid funds: 


Investments: Squid funds (0.7) (0.7) - - 
Cash at bank axl in hand and cash deposits (85.7) (136.9) (6.5) (37.4) 


Net borrowings f 057.9 992.8 (6.5) (37.4) 
Longterm bonawings include E184m (2W1: fl11.5m) of borrawings repayable within one year, which are dmwings under long-term 
committed facilities and, therefore, have been classified as such. 


Under Wr banking arrangements, overdraft and cash balams of the Company and of certain subsidiaries are p l e d  or offset 
and cmsguarmteed. Such pooling and offsets are relledd in the Group balance sheet as appropriate. I 


Group borrowings include £2.&n (2001: U.9m) which is secured on assets held under finance leases and f350.&n proceeds from 
a US$500m issue of 10-year Guaranteed Notes In August 1999. 


The Group has cash balances of f . l l .9m held with banks Whim the UK and f 74.5m held with bank outside, but freely transferable 
to, the UK 


Maturity analysis of longtenn bonowirtgs 
-2 


Amwnts fa l l i i  chre afler more than one year are repayable as follows: 
Between one and two years 2.8 115.0 - - 
Between two and five yeals 19.7 1.9 - - 
After fnre years: 


By mstalrnents - - - - 
350.8 350.6 - .>her 


- 
3733 467.5 - - 


The amount of debt, any of which falls due for payment after more than fm years, is f 350.8m (2001: £3%.6m). 


The Grwp has kken a number of steps to refinance its bank facilities. In April 2002, a new f l . 3 h  rnulti-currency revolving aedlt 
facility with matuitfes up to three years, was drawn to repay and cancel most of the existing short-term bank facilities. In May 
2002:the Gravp issued a E250m six-year bond, which refinanced part of the revohn'ng credit facility. See Note 19(v) on page 52 
for further details 
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29.Derivativesdoiheffinancbllnstruments 
me Group has excluded all short-fenn debtors and creditors from the following disclosures, other than currency exposures. 


(i) Interest rate tisk profile of the f i d a l  IlaMlities of the Grwp 
At 31 Mauh aOOZ At31Mach2001 


Stetling 16.8 6.6 - 10.2 10.0 0.1 - 9.9 
US dollar 803.9 578.6 - 253 563.3 518.3 - 45.0 
Yen 141-3 462 92.7 24# 149.6 48.8 98.1 2.7. 
Euro 32O.l 320.0 - 0.1 364.2 308.3 55.9 - 
Swedish krona 66.6 66.6 - - 84.8 84.8 - - 
Danish krone 1-5 25 - - - - - - 
Other 32.1 32A - - 16.1 16.1 - - 
Total UB2.3 Z05l.6 927 38.0 1.188.0 976.4 154.0 57.6 
' E r l u * s ~ P n ~ s a s ~ b ~ F R S I 3  
~ R e p ~ n s & p o s n s h c m ~ m T h c & p o I I U ~ ~ ~ ~ r h a r ~ g m ~ M d ~ r e h a c m l a t d ~ m t o ~  


-rn 
Rxed rate BnaM lsbllUa Interest b peLl Fued rate f i n a d  bbimes mterest n pad 


W m  


wcea We'&tgl 


"S z3xY Wrnd w e d  -pemd 
awmgopedod tav*lmme 


W e d  


In(srsstnb b I x . d  
Vm%e perKd 


nr v*ll"%22 aw 
unnl rmuy 


Cunewq Yean kas 


Sterlkg - - 22 - - 3.4 
US dollar - - 6.1 - - 4.4 
Yen 0.4 2.0 n/a0 0.7 1.5 n/a* 
Euro - - L5 4.1 0.5 - 
Wepmsnis depmks Immmahs. Tho depoMs are re#e when +adNatases and themfore there s m W  len M manmy. 


noatlng rate financial liabilities comprise bank borrowings and the proceeds of a US$500m issue of 10-year Guannleed Notes 
swapped to floating mte funding. All fioatlng rate financial liaptles be? interest at ptes fix+ in advance by reference to the 
appl~cable bank reference rate n the retevant country for penods rangrng from ovemlght to soc mths. 


me figures shown in the tables above take intD a m n t  various interest rate and currency swaps used to manage .merest rate risk 
and the cunency profile of financial liabilities. Further protection from interest mte mavements is provided by interest rate caps and 
collars. See Note 19 (vii) on page 53 for further details of interest rate collars and swaps held as at 31 March 2002. 


(ii) Interest rate risk profile of the financial assets of ihe Group 
At3lMaRhZWD A l 3 l M ~ C h 2 0 0 1  


Fbmcisl nnarpal 
Rost)ngrata h e d s l s  eectrm ~oauwgra~  rnedrae -son 


SninJel InaKid uHsbta lirmaal harnj wtichm 
Tdel' assds aeeb InlarasthpJdn Tot,' acas aaets mdtnra a W  


Cursxy Em *n tm h Uo fm h fm 


Sterling 58.8 11.0 - 45.8 49.8 17.2 - 32.6 
US Qllar 80.9 6 8  - 74.l 77.0 9.3 - 67.7 
Yen 392 212 - i8.0 50.5 34.7 - 15.8 
Euro 34.2 24.7 - 9.5 45.4 36.6 - 8.8 
Swedish hrona 2.5 - - 2.5 l.4 0.1 - 1.3 
Danish krone ll 21 - - 0.1 0.1 - - 
Other 320 2l6 - 10.4 50.6 39.6 - 11.0 
Total 2487 86.4 - 1603 274.8 137.6 - 137.2 


floating rate fmancial assets mmpise cash at bank and deposits. All floating mte financial assets earn interest at rates fved in 
advaxe by reference to the applicable bank reference rate in the relevant country for periods ranging from owmight to six months. 







19. Derivatives and other financld Instruments (continued) 
(iii) Currency eXposureS 
As explained on page I 5  in the Financial Review. the Group's W t i V e  in managkg currency exposures arising fmm its net 
investments overseas (ii stp3unl cumncy exposures) Is to maintain a-ate levels of borrowings by currency to hedge partially 
against currency depreciation. Gains and bsses arising from these structural currency expxures are recognised in the statement 
of total recognised ga'm and losses. 


 he table below shows the Group's currency exposures, belng those trading assets and liabiliis (or norrstndural exposures) that 
&e rise to the net apreny-gains and losses recognised in the potit loss accwnt Such qposures comprise the monetary 
assets and monetary I~abllRles of the Grwp that are not denominated m the OPWatlng (Or func2lonal) currency of the operating unit 
irrvohred, other than certain nmstding bornwings treated as hedges of net investments in overseas operations. These exposures 
were as follows: 
At 31 March 2002 


M Oettolslgn wneny nmetnr). a s &  (Rabllltia) 


-$ USddm 
a n  Eum Ome, 


Fwllmd  lay cd Orrupope lbn  h Lm Im h 


Sterling 
US ddlar 
Yen 
Euro 1.8 (l.lj 0.1 n/a 1.6 
Other (2.8) 26 - (0.3) 0.9 
Total 3.6 10.0 5 0  227 282 


At 31 March 2001 
Net for* ummj monetary assets 01abXlW 


St% USdPlbr Yen Euro Other 
hmcma' anreny d Q ~ o ~ o n  Im h im h 


sterling 
US dollar 
Yen 
Euro 
other (4.4) '3.9' 0.2 0.3 1.1 
Total (3.0) 6.3 31.5 287 65.6 


(Iv) Maturity of Rnancfal Ilabiliies 
The maturity profae d lhe Group's financial liabilities, omer than short-term creditors such as trade crediors and accruds, was 
as follows: 


2002 20M 


In one year or less, or on demand 7720 662.9 
In more than one year but not more than Vim years 86 124.7 
In more than two years but not more than five years 40.4 32.3 
In more lhan f ~ e  years 3613 368.1 
Total lJ.82.3 1.188.0 
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19. Derivathres and other flnancld Instruments (continued) 
(v) Undrawn facilities 
The Group has wicus borrowing facilities available to it. The undrawn mrnitted facilities avslable at 31 March in respect of which 
all condinions precedent had been met at that date were as follws: 


20m 2001 


Expiring in one yea or less 49L9 320.8 
Expiring in more than one year but not more than two years Zl.6 108.0 
Expiring in more than two years - 40.0 
Total w . 5  468.8 


On 18 March 2002 the Group signed a new bank facility. This £l.3bn nWlti-~EnCy revohrirg credit facil'i was d m  for the first 
in April 2002 and was used to repay most of the Gmp's existing bank facilities. The new facilii cornpfises a f2OOm 3year 


revolving credit and a f50(ln short-term bridging arrangement, part of which was itself refinanced in May 2002 by the issue of 
f250m 854% bonds due May 2008. The El23rn pmeeds frcfn the HMV Grwp fldaU0n r~Cf?ived in May 2002 were used to repay 
and cancel a msponding amount of the new facility. 


(vi) Fair values of finamid assets (liabilities) 
a002 2001 


BcolcvaWr Falrvahm- EwkHue Farvdue' 
fAl Im fm h 


Rimary flnandal Instmmnts held or Issued to flnance the Group's o p d o n s  
Sport-term barowhgs arid cu-rent portion of longterm borrowings 
Long-term bonowlngs 
Liquid funds 
Other financid liabilities 


Derivative financial instruments held to manage the interest rate and cunency prome: 
lnterest mte swaps 
lnterest rate caps and collars 
Currency swaps and forward foreign currency contracts 


Flnanclal assets: 
Finandal a % ! s  - listed investments 
Financial assets - other . 


'Madel nm hw t-m used lo dekmire fa dues 


Longterm borrohings include a US$500m issue of 10-year Guaranteed Notes (book value f 350.8rn) with a fair value of 5346.91-n. 
The Group holds equivalent US g i a r  nominal value interest rate swaps matching @ coupon on the notes, effectively converting the 
interest basls of the issue to flbabng rate. At 31 March 2002 these swaps had a far value of £21.0m (2001: f23.5m). The majority 
of other borrowings and liquid hrnds are shortterm in nature and bodc values approximate to fair values. The market value of listed 
investments is given above. For all other financid assets and liabilities, book values approximate to fair values. Durlngthe year a profR 
of f3.a was made on the sale of current asset investments (2001: f 11.h). 


(vfi) Heclges 
As expkined In the Fiyncial Review on page 15, the Group's policy is to hedge interest rate risk, using interest rate maps, caps 
and collars. Unrecogn~sed gains and losses on instruments used for h a n g ,  and the movements therem, are as follows: 


Tad net 


Unreccgnised gains ad losses on hedges at 1 April 2001 L 4  (3.4) (2.0) 
Gains and bosses arising in previous years that were reccgnised in 2002 0.4 (0.8) (0.4) 
Gains and losses aiisii  before I Apil2001 that were not recognised in 2002 1.0 (2.6) (1.6) 
Gains and losses aking in 2002 that were not recogn~sed in 2002 (0.7) (5.0) (5.7) 
Unremgnised g a b  and losses on hedges at 31 March 2002 0.3 (7.6) (7.3) 
Of Mch: 


Gains and losses expected to be rerognised in ZOO3 - (1.2) (1.2) 
Gains and losses expected to be recogn'ked in 2004 or later 0.3 (6.4) (6.1) 


0.3 (7.6) (7.3) 







l9. Derivatives and ather financial inst~ments (contirnted) 
(viii) Financial instruments 
int&st rate agreements 


mterest rate risk. the Grwp has entered into certain interest mte collar and swap agreements which, as at31 March 2002, 


Nollmd krmhatim 


Interest rate cdlars: 
US dollar $45Om March 2003 to Fdxuary 2004 
Euro f290m February 2003 to April 2003 


NOW ~ e r m l r e t ~  nred 
MrdH dab nde 


Interest rate swaps 
Yen - psy fixed rate md receive floating rate V17.5bn October 2002 0.65% 
Yen - pay fixed rate and receive floating rate (starts October 2002) Vl7.5 bn April 2064 0.WA 
US dollar - pay floating rate and receive fixed rate $500m August2009 8.36% 


Exchange rate agreements 
'There are no outstanding exchange rate agreements as at 31 March 2002. 
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20. Cash, liquid resources and finandng 
The fdlawint definitions have been & 
Cash: Cash m hand and deposits repayable on demand if availd>le within 24 hwrs without penatty, including overdrafts. 
Uquid teswrces: lnvesbnents and deposits, other than those induded as cash, which are readily convertible into known 
aflicmts of cash. 
Financing Borrowings, less overdrafts which have been treated as cash. 


Analysis of movement in the Group's net bom,wings in the year ended 31 March 2002 
R( ~aqul s lum~/  ah- AI 


ilW12001 Carhhw hsmsdt rnllwns*aMarthMM 


Cash at bank and in hand 130.4 (43.4) - (2.6) 84.4 
Overdrafts (25.6) (14.1) (1.0) - (40.7) 
Cash 104.8 (57.5) (1.0) (2.6) 43.7 
Debt due after more than one year (464.9) 93.3 - 0.3 (3713) 
Debt due within one year (636.0) (95.0) - 1.5 (729.5) 
Finance leases (3.9) 1.1 - - (28) 
financing (1.104.8) (0.6) - 1.8 (lJ.03.6) 
Investments: Squid fwK6 0.7 - - - 0.7 
Cash d e o ~ ~ ~ t s  6.5 (5.11 - 10.1) L3 
tiquid resources 7.2 (5.1j - i0.G 2.0 
Total (992.8) (63.2) (1.0) (0.9) (1,057.9) 
Cash Row on finandng of aO.6)m is split between new loans of S(460.3)m loans repaid of E458.6m and the capital element of 
finance leases repid of f i l m .  


Analysis of moiernent in the Group's net borrowings in the year ended 31 March 2001 
A1 AcqJwuons/ Dlcnwe A( 


lW% 2ashllow d l s y , "  
mmenwd 31 March 2001 


fm I", h 


Cash at bank a7d in hand 221.7 (880) - (3.3) 130.4 
Overdrafts (55.3) 34.8 - (5.1) (25.6) 
Cash 166.4 (53.2) - (8.4) 104.8 
Debt due after more than one vear (377.31 (48.41 - (3921 1464.9) 
Debt due wlmln one year i 7 5 ~ 7 j  i20.8' - I i636.oj 
finance leases (4.8) 1 2  - (0.3) (3.9) 
Financing (1,133.8) 73.6 - (44.6) (13.04-8) 
Investments: liquid funds 1.3 (0.5) - (0.1) 0.7 
Cash deposits 44.9 (38.4) - - 6.5 
Liquid reswrces 46.2 (389) - (0.1) 7.2 
Total (921.2) (185) - (531) (992.8) 
Cash flow on iinancing of X7Z6m is split between new loans of £(240.l)m, loans repaid of Bl2.5m and the capital element of 
finance leases repaid of f i .2m 


The Gmup's net bommlngs at 31  March 202 comprise& 
Uslid 


re-s  ax^ ~ e t  
Cesh h "T y 


Investments: liquid funds- - 0.7 0.7 
Cash at bank and in hand and cash deposits 84.4 1.3 85.7 
Bomwvings due within one year (40.7) (730.3) (771.0) 
Borrcwhgs due after more than one year - (373.3) (373.3) 
At 31 March 2002 43.7 (uM.6) (l,05/.9) 
At 31 March 2001 104.8 (1.097.6) (992.8) 







21. Other crdiors: amounts falling due withln one year 


2 
ma2 Restates 


-2c2 
aW2 I b t e t e s  


h Ln all Ln 


Trade creditors 
Royalties and fees payable 
Amounts owed to subsidiary undertakings 
Amounts owed to associated undertakings 
Amounts ovJed to joint venture (HMV Grow plc) 
Corporate taxation' 
Other taxes 'hduding VAT and social security costs 


22. Wler credltorss amounts falling due after more than one year 
2002 a 2002 -?El 


Yn h Lm Ln 


Amounts owed to subsidiary undertakings 
Corporate taxation 
Deferred consideration payable 
Accruals and deferred 'home 
Total 


At 1 Ppril2001 27.6 13.0 
Restatement under FRS 19 (44.4) (13.0) 
At 1 Acuil2001 [as restated) (16.8) - 
~rovidkd in vear ' 2.6. - 


The liabilities (assets) for deferred tax provided were as follows: 


% 
2002 RestarEd 


c=?a 
2002 R e s W  


' Un Lm tn Lm 


Capital allowances in advance of d m ' a t ' m  4.2 4.3 - - 
Other timing diierencs (0.8) (0.7) - - 
Totd liability 3.4 3.6 - - 
Depreciation in advance of capital allowanws (3.3) (3.1) - - 
Other timing differences (13.8) (17.3) - - 
Total asset (173.) ((20.4) - - 
Net asset (13.7) (16.8) - - 
Those categories for M i h  no deferred tax is provided are outlined in the m n t i n g  pdiies note on page 39 
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24. Other p r o v i s ' i  for llabilies and charges 
G m P  


csuxaard k d s n w l  
Wm@ md 


'T Told fm 3hl T*d P-s -- fm 


At 31 March 2001 26.4 37.0 16.5 36.8 116.7 
Currency retranslation (0.2) (0.5) - 0.5 (0.2) 
Pravisions utilised (7.7) (8.9) (12.5) (0.3) (29.4) 
Charged against: 


Operating prof~t 102.2 5.0 - - 107.2 
Nonoperating exceptional items - - - - - 


Acquisition (disposal) of businesses - - - (21.6) (21.6) 
Reclassifition 0.4 - - - 0.4 
At 31 M a &  2002 1- 32.6 4.0 15.4 1739 
The pension provisions arise in ovwseas mmpanies in resped of state schemes and employees covered by the Grwp's unfunded 
schemes. 


Trading prcwisiwls include royally audit-and other trading provisiw. charged P o @  operating profR before exceptional items. and 
restructuring and reorganisation Ppvsrons charged through operat~ng except~ml Rems 


Provisions utilised relating to disposals and fundamental mganisatlons in the cash flow include El2.5m spent against disposal 
provisions set up in previws years. 


-PnY k&d k w s i h o n  m m  ad 
Told 


h frn -3 ,- --" '"T fm 
At 31 March 2001 2.4 - 13.6 - 16.0 
Provisions utillsffl (1.1) - (0.1) - - - (1.2) 
Charged against operating profit 6.3 6.3 
Transferred to Group companies (1.2) - (9.5) - (10.7) 
At 31 March #H)2 6.4 - 4.0 - 10.4 







25. Share capital and share premium account 
Group and ~ W Y  


Ordinary Shares of 14p each l58.8 
B Shares of 114.5~ each 479. 
D e f w d  shares of 0.0005~ each 17.5 


6!i0.1 656.1 ll0.4 110.4 


(I) Ordinary Shares in issue 
Nunber 


m 
mkre 
Lm 


Remm 
fm 


A t  31  March 2001 
Shares issued during the year on the exercise of options: 


Execut'm Schemes - . . - - - . - - -. . -. . . - - - 


SavingsRelated Scheme 44,182 - 0.2 
At 31 March 2002 788,597,933 ll0.4 4458 


iiil Share &om 
b;ti&% &-&%be fcr the Company's adinary Shares were outstanding as follows (adjusted for the 1992 rights issue, the 1996 
demerger and the 1 9 9 j  share capital reorganisation, where approptiate): 
subscliption optim 


At 31 March 2001 7,504.623 1,434,698 
Granted 7,806.717 786,613 
Exercised - 
Lapsed (387,497) 


(44,182) 
(735.139) 


At  31 March 2002 14,923,843' 5443,990 
Option prim pcr 14p $are (range) 14p-747p 37b-466p 
Final exercise dateses . February 2012 February 2007 
R o t r v h e h W m o r e r 6 8 9 . 8 3 7 ~ w r e g r a n t e d W i h e ~ ~ y B , ~ ~  


Share options for the transfer of the Company's Ordinary Shares were outstanding as follows: 
T m f e r  OpHons 


-Share 
Wm Schmes 


At 31  March 2001 - 
Granted 19,437,555 
Exercised - 
Lapsed - 
At 3l March 2002 19,437,555 
Option price per 14p share (rage) 300p-700p 
Final exercise dates' February 2012 
' ~ g s n c e d ~ ~ I h e 1 9 8 9 ~ S h a e o P m n ~ m e a e n m n - d b ~ ~ n o e a ~ l h a n h r e e ) e a s a n d m b t e r h t e n y e a s l o ~ r g t t e ~ 1 e o f g r a n a s a r e o p O w  lndu 
e-m--(mP.ta u ~ ~ ~ . u p a w . o ~ o t ~ ~ s h a l m u s t b e m b e b c m ~ ~ - C ~ ) . ~ ~ e d  
vderlbl994S&@Maed~hse~Schaneaenanra - ~ ~ a ~ ~ e m d ~ ~ o ~ ~ t o ~ a - y e a o t ~ r n e - ~ i r - m n -  


(iii) we premhrm acccnnt 
The pnnc~pal elements that make up the Company's share premium acmunt arose as folbws: 
(;nwDandComuan~ 


Conversions to Ordinary Shares of 7% Convertible Redeemable Second 
Cumulative Reference Shares 1992/99 of fA each 


A placing of Ordinary Shares I ' i  to the offer for Tharnes Television 
lssue of Ordinary Shares on exerase of subscription rights of warrants originally attached 


to 7%% bonds due 1992; and 
the transfer from other reserves in respect of amounts paid for the warrants exercised 


lssue of Ordinary Shares on conversion of Convertible Unsecured Loan 
Stock to fund the acquisition of Virgin Music Group 


lssue of Ordinary Shares on conversion cf 53% Guaranteed Redeemable 
Preference Shares 2004 of THORN EMI Capital MI 


Share capital raganisation (iluding issue of Redeemable Preference B Shares) 
Other issues of Ordinary Shares 
Balance at 31 March 2002 


1989/90 
and 1990/91 56.7 


1990/91 78.0 
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At 31 March 2001 - as reported 
Prior-year adjustments: 


Deferred tax 
Current tax 
MinorRy interest - - - (8.2) - - - 


~t 3 1  March X X ~  - restated 495.8 256.0 (2,084.0) - 495.8 456.9 1,441.0 Currencv translath - 16.0) - - 3.n 
~oodwifi a d j n t s :  


Subsidiary udertakings 
Profit atbibutable to members d the 


Holding Company 
Equity dlvidet-td 
Share ofjoint venture reserves adjustment 


. , .  
assobated undertakings. 


Other reserves of the Company relate to a special reserve which reflects the share premium account reduction of July 1988 and 
unrealised profits on disposal of irnrestrnerls. I 


In amdance  with the exemption permitted by S W 3 )  of the Companies Act 1985. the pmft and bss account of the Company 
is not sepamtety presented. The proft attributable to sharehdders, dealt with in the accounts of the Company, is Ll17.6m 
(am: 568.7m). 


The Group profn and loss reserve indudes f3 .449.h  (2001: f 1,458.91~1) in respect of goodwill previously written off. 


27. Mlon'ty interests (equiiy) 


G m P  
2ocn 


2Ma R S S W  
-- Jh h 


ToshibaEMI Ltd (Japan)' 69.2 65.3 
Jobete Musk Co., Inc. (USA) 66.2 69.3 
Other 5.7 1.7 
Total 14Ll 136.3 
7hc w e d  mnollfl -erest as a 3 M;rch 2(101 vos L128.m. 7he resmed t&mx dL136 3n ircludes a, -01 fE2m to Toshba-EM Ltd mdtynkfes! wNd,  reldes to the 
a*nM, dRIS10-L%&redTar 







Capital expendbre: Contracted 25.6 28.2 
me G~OLJP has commitments, which are largely performancerelated, to pay advances to artists and repertoire owners amounting 
to fA18.8~1 at 31 Mach 2002 (el: E635rn). Under $e shareholders' agreement relating to the Grwp's WO shareholtiis in 
Jobete Music Co.. tnc. and Stm bamond Music Corpotahon, dun@ the penod of 10 wars mmmendnR on 1 Jub 2002. the other 
sharehdder has the option to require WI to pure* its share fw-a.cykidemtion cilculated by refe6ke.b th6 cpmbiiRd net 
publisher's share of the two corn- arues in Re preceding year, mR a mnmum p c e  of US168m and a  mum pnce of Us$2m. 
She option may be exercised ea&r in certain circumstances. 


bud c m s m  under operating leases at 3l March were as follows: 
m a  o m  


mol 2002 
Dn fm Im 


%? 
- Im 


Land and buildings: 
Ex~irina in the first Ear 
m i n z  in the s& to frfth years indus'w 5.9 11.2 03  - 
Expiring after the fM year 23.6 5.7 3.4 - 


Total 27.8 22.7 3.7 - 
Plant, equipment and vehicles: 


ExoirinP in the first vear 
~xpin'nz in the sem-nd to Rfth years inclusive 3.2 3.2 02 - 
Expiring after the fm year 0.l - - - 


Total 4.7 5.4 0.2 - 


29. Contingent liabilities 
Certdn Group companies, along with other recorded msic distributors, are subject to civil lawsuits in the United States alleging 
violations of antitrust, unfair trade pmclices and consumer protection laws. lhes@ actions include (i) lawsuits brought by retailers. 
which are currently pending in federal m r t  in California, alleging that the major r m r d  companies violated federal antibust laws in 
setting wholesale prices of CDs, (ii) 10 identical dass actim lawsuits filed in d o u s  state courts on behalf of consumers in those 
states cmalnhg degations similar to those in the Callfwnia federal case, (iii) acUons in federal court In Maine bro~@t on behatf 
of consumers of 50 states by respective state attorneys general and by private attorneys, alleging violations of antitrust unfair trade 
practices and consumer protection statutes in mnection with the retail pricing of CDs. includkg, in particular, socalled minimum 
advertised price (MAP) poliiles, and ( i i )  nurnerws dass action lawsuits, filed in Ml iws state uxrrts, on behalf of consumers of 
those states, containing allegations similar to those in the Maine federal case. The Directors believe the Group has legal and factual 
defences to these claims. Adverse verdicts in these matters. however, could resuR in material losses to EMI. 


Vrgin Hddin $ Inc. a wholly-owned subsidiary of Me Group, is subject to several class action lawsuits in the US alwng that. 
as a result ofalleged3r false and misleading statement% concerning the liiensi@ agreement between Virgin Holdings, Inc. and 
musicrnaker.com. Inc. (musicmaker), the price of musicmaker's stock was artifdally hi . A number of s-nilar actions have 
subsequentty F e n  fled and they are all bekg handled in s consolad$ pacetdin& Ef i .  Group, EM1 R d e d  Music ad EM1 
Recorded Music North America h a y  also been named n U+se pmqXdin&s. On the basrs of lntormatlon presenlly available. 
the Directors believe ihat these clarrns are unl~kely to result n rnatenal loss to the Group. However, adverse verdtcts could 
resut in material loss to the Group. 


The Group is also iwoM in various other legal proceedngs, principally in t k  US,and UK, arising 0% of the normd course 
of business. The Drectors believe that the outcome of these other proceedings wll not have a rnatenal effect on the Group's 
financial position. 


Guarantees and other contingent liabiliiies (other than those relating to HMV and HMV Group pk - see below) total f22.3m 
(2001: S24.h) for the Gmn of which n.2m (2001: fa.8m) relate to certan contracts entered into by former Group companies. 
mere are several gumntees and other c o n t i i t  liabilities in respect of HMV and HMV Group plc (see Note 32 on page 62 
for details). 
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30. Pension arrangements 
The Group operates a number of pension schemes thr- the WOM. The main scheme. which covers employees in the UK. is 
the EM Group Pension Fund (the UK Fund). The UK Fund is of the defined beneft type and is open to a1 permanent employees over 
the age of 18 empl* by the Corn ny and certain subsidiaries In the -W BenMW provided by the UK Fund are based on final 
pi?ndonable pay. P e r s m  payable the UK Fund are guaranteed to m a s e  by 5% per annum or. l a ICWH rate, by Ve increase 
in the cost of liM'n& Members contniute to the UK Fund at the rate of 4% of pensionable pay. 


Aside from the UK, the Group has signilkant defined beneft schemes h Germamj and Japan. With the exception of these schemes, 
the other defined benefit schemes opeaed on behalf of the Group are not material. The currently @eed rates of contribution by the 
Group are nil for all significant defined beneft schemes. 


Staff engaged in other countries are covered by local arrangements which in Ihe case of the Grow schemes, are of the defined 
contribution type. The assets of the Grwp's pension schemes are held mi* in separate tnrstee-<xhinistered fimds. 


Employer contributions of Ll3.81-n (2001: f i4.4m) were charged to the p f R  and loss aqcount in the year. These corrtributions 
prim;nly related to o m a s  schemes ai were detemjned in accordance w!h local pract~ce. Other post-retirement benefit expenses 
of U).lm (2001: fO.lm) were also charged to the profit and loss account. 


Prdsion is made in the financial statements for the benetits accruing to members of unfunded pension schemes in accordance with 
the advice of independent actuaries. 


The latest available actuarial valuation ofthe UK Fund was made by a qualifed actuary as at 31 March 2000 using the projected 
un l  method. At that date the market value of the a3et.S of the UK Fund was taken to be f 1079m. The market value of the assets 
was sufficient to mver 117% of the value of the benefits that had accnred to the members, after allwing for assumed inaeases 
in eamlngs, on the actuarial assumptions used, treating the UK Fwd as an on@ng entity. Part of the excess assets d'kclosed by 
the 2000 valuation has been us$ to finance a special increase of 3?6 to pensions in payment and part has been allomted towards 
a reduction of employer C O n t r i i m  below the long-term rate, with the balance behg carried forward as a reserve in the UK Fund. 


Employer expense in respect of the Fund has been calculated in accordance with Statmnt of Standard Accounting Practice 24 - 
Accounting for Penson Costs (SSff24). On the basis of actuarial +e,.it is calculated that the employer expense would represent 
a credit to the profat and loss a m n t  on full application of SSAP24 pnnclples. However, for reasons of conservatism, such expense 
has been taken as Enl for the two years ended 3 1  March 2002. The longterm financial assumptions used to calculate employer 
expense under SSAP24 are shown below: 


FMe of invesbnent return 56 
Rate of pay increases 5 
Rate of pension increases 3 
Rate of prlce inflation 3 
These mtes included allowance for the effects of me tax credit changes introduced by the Finance (N3. 2) Act 1997. 


The most recent ful actuarial valuations of the other two significant defined benefit schemes were canied out as follows: 
Germany on 1 April 2001 and Japan on 31 October 2000. 


lhe adclitiond disclosures required by FRS17 are set out below. 


The most recent full actuarial valuations have been updated to 31  March 2032 by qualified independent actuaries. 


Ma@ 
Rate of general inaease in salaries 
Rate of increase to pensions in payment 
Rate  of increase to deferred pensions 
D i n t  rate for scheme I l a b i l i  
Inflation 


4.5 4.5 3.4-6.0 
2.5 2.0 nil - - 
2.5 2.0 nil 


5.75 6.0 2.75 
2.5 2.0 nil 







30. Pension amangem& (continued) 
The market values of the assets of the three significant defined befieffi plans at 3 1  March 2002 were as follows: 


h k d  
dom Germanl J a w  < 


M k  
Market value of ass* vdw Dh 


rm Im frn 


Equities 
Bonds 
Other 


Present value of scheme liabilities 
Surplus (deficit) in the schemes 
Pension asset before deferred tax 
Defened tax 
Amount provided to cover scheme deficit ' n/a 26.5 I 14 
Impact on reserves 47.6 10.8 (6.5) 
'The~LDlg terrn taedrehmmm01~~e t sLsas to la . r :  


3t P u d  of businesses 
Acquisitions during the year included Dino (a recorded music company in Holland). Fbko (a recorded music company in Finland). 
Cebbrity (a recorded music company in the US), a 60% stake in Insight (a recorded music company in the UK) and a 50% stake 
in Tooth and Nail (a music business in the US). The combined fair value to the Group is as follows: 


kmhMlLe01 W V a l l E t O  


Music copyn'ghts - 6.6 6.6 
Fmed assets 0.l - 0.1 
stocks 0.1 - 0.1 
Debtors 6.2 (0.7) 5.5 
Creditm (5.4) - (5.4) 
Borrowings , (1.0) - (1.0) 
Tax 02 0.1 0.3 
Minorii interests (0.2) (3.3) (3.5) 
Net assets acquired (before cash) - 2.7 2.7 
Goodwill capltalised 8.9 
Provisions for future eamout l i a b i i i  - 
Net cash consideration on acqulsftlons during the year l L 6  
Net cash consideratkvl on prior-pa' q i s i t i m %  11.0 
Net cash consldemtlon 22.6 
Satidred by= 


Total mns~demtion 22.7 
Future earnout provisions - 
Cash consideration 22.7 
Net cash acquired (03) 


Net cash d d e *  22.6 
The argustments to book value of £2.7rn were made to bring the valuation of the assets acquired in line with the Group's accounting 
policies. 


All acquisitions have been acmnted for using the acquisition method. 
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32. Related party lmsactlorrs 
Tne Company has taken advantage of the exemption under Financial Reporting Standard 8 -Related Parry Disclosures not to 
disclose related party transactions between Group subsidiary undwtakinEs The Grout, had several transactions with other related 
parties during thk yeir. 


- 


(I) HMV and HMV Grolrp plc 


Year to 31 March 2002 
As part of the sale in 1998 of the mpanies and assets compn'sirg HMV to HMV Group plc (HMV Group) the Company acquired 
a 4S2% equity stake. and 50% of the Junior Preference Shares. in HMV Group for f87.5m. 


An additional f 25m, in the form of deferred considemtion, was to be receivable on (inter alia) a l ist ig of any part of the share capital 
of HMV Grou on an remgnised stock exchange, or 28 March 2003. In addition, an amount of up tD ZEm further consideration \has 
m be rece& l kkn lntematicnal Cp~poratm and related investors act?i& a specifiid return on nejr inuestmertt in HMV Gmp 
on a listing. As a result of additional equity and preference share issues dunng 1999 by HMV Group, in which the Company subscribed 
f9m for additional ordrnary and preference shares, at 3 1  March 2002, the Company owned a 4265% (39.90% fulty diluted) equity 
stake in HMV Group, and 18.08% and 4915%. respectively, of HMV Grwp's Seniw A' Preference Shares and Junior Preference Shares. 
The Gmup also made available to HMV Group a f5Q-n working capital revolving credit facility (the EM1 Revoh4ng Credit Facilii), no 
part of which was drawn dunng the year. 


As part of the 1998 Vansaction, the Group also entered into an inckmnii deed with HMV Group relati2 v n g  other things, 
to guarantees given by the Grwp of apprdmatety 99 leases. Under the deed, HMV Group agreed to i ermrfy the Group against 
any payments made under those and certain other guarantees and indemnities. HMV Group undertook to use reasonable efforts 
to arrange for the release of these guarmtees The aggregate annual rental payments under guaranteed leases are approximately 
f27.5m. although they are subject to adjustment bo up and down under certain circumstances. The guaranteed leases have terms 
which expire in one to 24 years, and many of ihe le$e expire in years bepnd 2012. All of HMV Gmup's digations to the Group 
in respect of the EM1 Revohring Credi Facaii and indemnity deed were secured under a debenture. 


During the ar ended 31  March 2002. companies within the Group made sales of f82.3m (2001: f230.h) to m p m i e s  
within HM\yeGrwp. At 31 March 2002, a total of E13.lm (2001: iB3m) was due to companies within the Grwp from companies 
in HMV Group. 


Post-balance sheet event 
On 15 May 2002, HMV G!oup's shares were admitted to listing on.the London Stock Exchange, pursuant to a glow offer which 
involved the Company selbng part of its holding of ordinary shares In HMV Group. The Company also granted UBS Waaurg an 
over-allotment option, at the offer price of 192p per HMV Ordinary Share. in respect of fiather ordinary shares in HMV Group. 


The net cash proceeds payable to EM1 as a result of the flotation mpr ise  the following elements, namety£69.4rn, representing 
(i) the deferred and contingent consideration payable to EM1 by HMV Group on its l i n g  under the terms of 1998 sale agreement 
between EM1 and HMV Group, as desaibed above. and (ii) the redemption ofthe Company's holding of senior preference shares 
in HMV Group, together with f 72.9m in respect of ordinary shares in HMV Group sold by the Company in the global offer. 


EM1 would also receive a further sum of Z4Om if the over-allotment option was exercised in full. Dewnding on the level of exercise 
ofthe wer-allotment option. EM1 will retain a residual sharehdding in HMV Grwp of between 9.2k and 14.5%. This holding is subject 
to lock-up arrangements for six months from flotation. 


As part of the flotation arrangements, the EM1 Revoldng Credit Facilii has been cancelled. The indemnity deed remains in force 
in respect of lease guarantees, and H W  Group has s m e d  those obligations pursuant to a security deed, the Company's rights 
under Mich rank second behind banks which provide senior credit facilities to HMV Group. 


The Group has a s s ' w  Various trademarks to HMV IP) Limrted lndudln the 'Dog and Gramophone' tmdemark and HMV acronym 
in mideration fa the payment of f.2m over a perid d three years. HA (IF') Limited has licensed back to the Grwp for no 
consideration the rim to use the 'Dop and Gramophone' tmdemark on its recorded music products. 


(ii) Other 
As part of the anangements for the appointment of Main Ley as Chairman and Chief Executive Officer of EM1 Recorded Music, the 
Group agreed a acquire up to 1Wh of the shares of Insight Music Limited, which included a 4% shareholding held by llchester 
Investments Ud, a company controlled by Mr Levy and his family. The greernent was mrnpleted in December 2001 and the 
consideration paid by the Group to llchester Investrnkts Ltd was a.&n induding a loan repayment of f0.72rn. As part of the 
transaction the Group also Paid the vendor sharehdders' professional fees o f f  114,OCX). 


Also as part of the amrgements for Mr Levy's appointment, the Company agreed to reimburse to llchester Investments Ltd rental 
and certain other payments due in respect of that company's leasehold a f f~es  in central London, pendng the disposal of the lease, 
'nclding a sum (expected to be £25,000) in respect of leasehold imprwements not rmvered in the disposal. Rent and other 
payments reimblnsed or accrued due by the Group to llchester Investments Ltd, as at 3 1  March 2002, totalled £59.400. 







33. Post-balance sheet events 
( i )  me Group completed the acquisition of Mute Ltd on 9 April 2002. The consideration of D3m is payable over a period of four 


years A -mum of a further £I9m may bemme payable to the mdors if certain conditions are fulfilled. 
(ii) The Group oompleted the sale of its 75% shareholding in Disky Communications Europe BV ('Disky') to Hermans Holdings BV 


on 1 May 2002 for a consideration of £ 2 5 ~ ~  Furlher widemtion of up to X6.M will beaxne rece'mble by the Gmup over 
a period of six years I certain conditions are fulfilled. Mr Kees HwmnS, the Managing Director of Disky, is a director of Hermans 


- - 


Holdings BV. 
M Note 32 (i) describes the admission to listing on the London Stock Exchange of HMV Group shares on 15 May 2002 and the 


impact of that flotation on the Group. 


34. Signtficant investments 
The businesses set wt below are thost? which were Dart of the G~OUD at 3 1  March 2002 and In the ooinion of the Directors 
s i g n i i l y  affected the Group's results and net a s a s  during the gar. Except where otherwise stat&, the country of &tion 
is England, the operations are within the United Kingdom, the shares are in equity share capitd and lhe businesses are wholly m e d .  


Subidrary undertakings 
Recorded Musk awl Muslc Publishing 
Capitol-EM1 Music, Inc (USA) 
Capitol Records, Inc. USA) 
Chrysalis Records Lt d 
EM1 flecbda Gr&H & Co. KG Germany) 
EM1 Entertainment World. Inc. L S A ]  
EM1 Musk Australla F'Q Ltd (Australia) 
EM1 Music France S.A. (France) 
EM1 Music Italy SpA (Italy) 
EM1 Music Publishing Ltd 
E N l  Records Ltd 
Groupe Wrgin Disques S.A. (France) 
Jobete Music Co., Inc (USA) ( 5 a  owned)' 
Priority R w d s ,  LLC (USA) 
ToshibaEMI Ltd (Japan) 55% awned) 
vr*n Remds herim. L. wsa, 
Virgin Records Ltd 
Virgin schallplatten GmbH (Gemny) 


Corporate 
EM1 Group Finance plc 
EM1 Group Holdings (UK) Ltd 
EM1 Group International Hddings Ltd 
EM1 Group North America Holdings, Inc. (USA) 
EM1 Group North America. lnc. (USA) 
EM1 Group Worldwide Ltd 
Virgin Musk Group L t r  


I 


hcamjw 
0.. ln has t€m cmsoDdaled m a s&=sday, e m  n Is Muy W d  m d  In a x n l d a  hflh se3wn 2 q 4 )  o f l k  C€~nmnesAct 1%. 


Jdnt venture 
The pimipal investment of the Group (and the Company) in the equity share capital of joint ventures at 31 March 2002 
was as follows: 


. - 
HMV Group plc Retail - books & recorded music England 42.65% 
~ c u n u y o s ~ d c n  T h e V K d C r r o d a u e t k ~ l c w r m e S d o p e r a a n  


At 3l March 2002. the Company he! a 42.6% equity stake comprising: 41.10% ofthe Ordinary Shares; 10046 of the 'EY Preferred 
Ordinary Shares; 18.08% of the Senm 'A' Preference Shares; and 49.15% of the Junlor Preference Shares in HMV Group plc. 







Five Year Summary * 


Results 
Turnover: 


EM 2,445.8 2.672.7 2.386.5 2.373.5 2.413.5 
Elimination of sales to HMV n/a n/a n/a n/a (60.8) 


2,445.8 2,672.7 2,386.5 2,373.5 2,352.7 
OUler businesses - - - - - 
Contlnulng operations 2,445.8 2,672.7 2,386.5 2,373.5 2,352.7 
DiscMltinued operations - HMV - - - - 956.7 
EMI & HMV 2,4458 2,672.7 2.386.5 2,373.5 3,309.4 


operati* prof& 
EM 190.9 3325 290.6 269.7 340.9 
Contl~inP! ope* 190.9 3325 290.6 269.7 340.9 
~iscontinced-operations - HMV - - - - 29.6 
EM1 81 HMV 190.9 332.5 290.6 269.7 370.5 
Group operating pmfit befwe exceptional items and amortisation W.9  3325 290.6 269.7 370.5 
Share of joint venture operating profit 34.3 34.4 27.7 30.1 - 
Share of associates' operating profit (U) (3.8) 0.8 (0.7) 0.9 
Total opemtlng profit before exceptional items and amtisation 224.1 363.1 319.1 299.1 371.4 
Ocerath~ exceotional items (242.4) (42.91 14.0) - (135.91 
 ino or ti don oigoodwi~~ and music copyn'ghts - (51.3) i53.aj (34.6j (27.3) ' (27.oj 


(69.6) 266.4 280.5 271.8 208.5 
Nowoperating exceptional items 


Profits (losses) on businesses disposed of or terminated - - (9.9) 3.7 120.8 
Profits ilossesj on dispxal of fixed assets and investments - - 52.4 - - 


(b& profit before finance charges (69.6) 266.4 323.0 275.5 329.3 
Finance charges (832) (103.6) (73.7) (72.0) (64.3) 
(b& profit before taxation (152.8) 162.8 249.3 203.5 265.0 
Taxation (382) (70.9) (73.0) (71.7) (126.5) 
Ross) profi after taxation (19l.O) 91.9 176.3 131.8 138.5 
1) 
(b& profR attributable to members of the Hdding Company (1999 79.2 1584 122.6 132.4 


0pwaUng =* 
Music copyrights 
Goodwill 
Property, plant, equipment and vehicles 
f ixed asset investments 
Investments: own shares 
Stock and debtors, excluding taxh'on and interest 
Credtors and phsiins, exduding t&'on, dvidends and interest payable 
Investment in HMV Group plc 
operating assets 
Key 
Net borrowings 
Net cash Inflow from operating actiMes 
Capital expenditwe: 


Fixed assets (continuing operdw) , 
Fixed assets (dscontinued operations) 


Total capital expenditure 
Earnlr@ per Ordiary Share: 


Basic 


Retun on sales 7.8% 12.4% 


Adjusted diluted ~usi; 21.9~ 19.2~ 18.5~ 24.9~ 
Dividends per Ordinary Share a0p 16.01.1 16.0~ 16.m 16.0~ 


L2.2% ll.4% 14.l% 
Effective tax mte (before exceptional items and amortisation) 30.0% 27.3% 30.0% 30.9?? 31.7% 
Interest cover - excluding ioint venture 4 . 0 ~  5.2 6% 7.3~ 7 2  -- 
Dividend cover 25x 1.4~ 1.2~ 1 2  L6x 
Since 1 April 1998, several new accounting standards have been adopted (FRS9 to FRS19) and, where appropriate, mparative 
results have been restated to refled the resuiting changes in accountmg policies and pcesentation of information. 


In accordance with FRS3, fotlowing the disposal of HMVon 28 March 1998. discontinued operations includes HMV. 







Investor Information 
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Analysis of O d m y  Sharehddngs at 16 May 2002 
Ekl- 


~mberd a3e4 
FWeC hddw % 16May2Cn2 % 


1 to 500 11,441 44.64 2,456,849 0.31 
501. to 1,000 6,099 23.80 4,487,014 0.57 
1,001 to 10,000 6.900 26.92 15,955,403 2.02 
10,001 to 100,000 688 2.69 24,611,949 3.12 
100.001 to 1,000,000 362 1.41 121,979,120 15.47 
1,000,001 and over - 139 0.54 619,107,598 78.51 


25.629 100.00 788,597,933 100.00 
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Before the
COPYRIGHT ROYALTY JUDGES


LIBRARY OF CONGRESS
Washington, D.C.


In the Matter of


Mechanical and Digital Phonorecord Delivery Rate
Adjustment Proceeding


Docket No. 2006-3 CRB DPRA


NOTICE PURSUANT TO PROTECTIVE ORDER CONCERNING
AMENDED EXPERT REPORTS AND EXHIBITS OF
NATIONAL MUSIC PUBLISHERS' ASSOCIATION,
THE SONGWRITERS GUILD OF AMERICA AND


THE NASHVILLE SONGWRITERS ASSOCIATION INTERNATIONAL


National Music Publishers' Association, Inc., the Songwriters Guild of


America and the Nashville Songwriters Association International (collectively, the


"Copyright Owners") have amended their Written Direct Statement by submitting


amended expert reports and supplemental exhibits on behalf of their three expert


witnesses - William Landes, Claire Enders, and Helen Murphy.


The amended expert reports make reference to documents and information


produced in discovery by the Recording Industry Association of America, Inc. ("RIAA")


and the Digital Media Association ("DiMA") that were designated as Protected Materials


under the Protective Order entered in this proceeding on March 13, 2007. In accordance


with the provisions of the Protective Order, such references to Protected Materials have


been redacted from the public version of the amended reports.


In addition, documents designated as Protected Materials by the RIAA and


DiMA have been attached as exhibits to the amended reports. Such exhibits are restricted


in their entirety under the provisions of the Protective Order and are therefore omitted


from the public version of the amended reports.







The RIAA and DiMA have submitted to the Copyright Owners


declarations and Rule 11 certifications that state that the documents they have designated


as Restricted meet the definition of Restricted Information and that good cause exists for


the treatment of such documents as Protected Materials. Pursuant to paragraph 10(c) of


the Protective Order, the Copyright Owners hereby submit those declarations and Rule 11


certifications to the Copyright Royalty Judges (see Exhibits A-G, attached hereto).







Dated: October 29, 2007 Respectfully submitted,


NATIONAL MUSIC PUBLISHERS'
ASSOCIATION, INC.


THE SONGWRITERS GUILD OF
AMERICA


NASHVILfcK SONGWRITERS
ASSOCIATION INTERNATIONAL


,ynn


iohen
an Synnott


B. Bayard
1285 Avenue of the Americas
New York, NY 10019
Phone: (212) 373-3000
Fax: (212) 757-3990
Email: jaycohen@paulweiss.com


asynnott@paulweiss.com
lbayard@paulweiss.com


Of counsel:


Robert E. Bloch (DC Bar No. 175927)
Mayer Brown Rowe & Maw LLP
1909 K Street, NW
Washington, DC 20006
Phone: (202) 263-3203
Fax: (202) 263-5203
Email: rbloch@mayerbrownrowe.com
Counsel for EMI Music Publishing







Jacqueline C. Charlesworth
Senior Vice President & General Counsel
National Music Publishers' Association
601 W. 26th Street, Fifth Floor
New York, NY 10001
Tel: 212-922-3266
Fax: 212-922-3299
jcharlesworth@nmpa.org
Counsel for NMPA


Charles J. Sanders
29 Kings Grant Way
Briarcliff Manor, NY 10510
Phone: (914) 366-6642
Fax: (347) 558-9658
Email: csanderslaw@aol.com
Counsel for SGA


Carl W. Hampe
Baker & McKenzie, LLP
815 Connecticut Ave. NW
Washington, D.C. 20006
Phone: (202) 835-4259
Fax: (202) 452-7074
Email: carl.hampe@bakernet.com
Counsel for SGA







EXHIBIT A







Before the
COPYRIGHT ROYALTY JUDGES


Washington, D.C.


In the Matter of )
)


MECHANICAL AND DIGITAL )
PHONORECORD DELIVERY RATE ) Docket No. 2006-3 CRB DPRA
ADJUSTMENT PROCEEDING )


DECLARATION AND RULE 11 CERTIFICATION OF FERNANDO R.
LAGUARDA


I am counsel for the Digital Media Association ("DiMA") in Docket No. 2006-3
CRB DPRA and authorized to submit this declaration in support of DiMA's Production
ofDocuments.


I am familiar with the documents provided by DiMA, and have also reviewed the
definitions and terms provided in the Protective Order. Pursuant to these definitions,
certain of the documents produced in this production are marked "Restricted" as they
contain information that is proprietary, not available to the public, and is commercially
sensitive, or they contain highly confidential business infonnation, financial projections,
financial data, or competitive strategy that is proprietary, not available to the public, and
is commercially sensitive. If this information were to become public, it would provide an
unfair advantage to the witnesses' competitors and entities with whom they do business,
and would commercially disadvantage DiMA and those it represents. Consequently,
pursuant to the Protective Order, such documents have been marked "Restricted," and
good cause exists for such treatment.


Under the Copyright Royalty Judges Rules and Procedures, 37 C.F.R.
§ 350.4(e)(l), and in compliance with the Protective Order hi this proceeding, I declare
that all material marked "Restricted" meets the definition set forth in the Protective
Order.


Pursuant 28 U.S.C. § 1746 and consistent with the requirements of Rule 1 1, 1
hereby declare under penalty of perjury that, to the best of my knowledge, infonnation,
and belief, the foregoing is true and correct.


Fernando R. La;


Dated: September 7,2007







EXHIBIT B







Before the
COPYRIGHT ROYALTY JUDGES


Washington, D.C.


In the Matter of )
)


MECHANICAL AND DIGITAL )
PHONORECORD DELIVERY RATE ) Docket No. 2006-3 CRB DPRA
ADJUSTMENT PROCEEDING )


DECLARATION AND RULE 11 CERTIFICATION OF MICHAEL T. HAAS


I am counsel for the Digital Media Association ("DiMA") in Docket No. 2006-3
CRB DPRA and authorized to submit this declaration in support of DiMA's Production
ofDocuments.


I am familiar with the documents provided by DiMA, and have also reviewed the
definitions and terms provided in the Protective Order. Pursuant to these definitions,
certain of the documents produced in this production are marked "Restricted" as they
contain information that is proprietary, not available to the public, and is commercially
sensitive, or they contain highly confidential business information, financial projections,
financial data, or competitive strategy that is proprietary, not available to the public, and
is commercially sensitive. If this infonnation were to become public, it would provide an
unfair advantage to the witnesses' competitors and entities with whom they do business,
and would commercially disadvantage DiMA and those it represents. Consequently,
pursuant to the Protective Order, such documents have been marked "Restricted," and
good cause exists for such treatment.


Under the Copyright Royalty Judges Rules and Procedures, 37 C.F.R.
§ 350.4(e)(l), and in compliance with the Protective Order in this proceeding, I declare
that all material marked "Restricted" meets the definition set forth hi the Protective
Order.


Pursuant 28 U.S.C. § 1746 and consistent with the requirements of Rule 11,1
hereby declare under penalty of perjury that, to the best of my knowledge, information,
and belief, the foregoing is true and correct.


Dated: September 19,2007


413S260v.l







EXHIBIT C







Before the
COPYRIGHT ROYALTY JUDGES


Washington, D.C.


In the Matter of


MECHANICAL AND DIGITAL
PHONORECORD DELIVERY RATE
ADJUSTMENT PROCEEDING


Docket No. 2006-3 CRB DPRA


DECLARATION AND RULE 11 CERTIFICATION OF MICHAEL T. HAAS


I am counsel for the Digital Media Association ("DiMA") in Docket No. 2006-3
CRB DPRA and authorized to submit this declaration in support of DiMA's Production
of Documents.


I am familiar with the documents provided by DiMA, and have also reviewed the
definitions and terms provided in the Protective Order. Pursuant to these definitions,
certain of the documents produced in this production are marked "Restricted" as they
contain information that is proprietary, not available to the public, and is commercially
sensitive, or they contain highly confidential business information, financial projections,
financial data, or competitive strategy that is proprietary, not available to the public, and
is commercially sensitive. If this information were to become public, it would provide an
unfair advantage to the witnesses' competitors and entities with whom they do business,
and would commercially disadvantage DiMA and those it represents. Consequently,
pursuant to the Protective Order, such documents have been marked "Restricted," and
good cause exists for such treatment.


Under the Copyright Royalty Judges Rules and Procedures, 37 C.F.R.
§ 350.4(e)(l), and in compliance with the Protective Order in this proceeding, I declare
that all material marked "Restricted" meets the definition set forth in the Protective
Order.


Pursuant 28 U.S.C. § 1746 and consistent with the requirements of Rule 11,1
hereby declare under penalty of perjury that, to the best of my knowledge, information,
and belief, the foregoing is true and correct.


Dated: September 25,2007


4135260v.l







EXHIBIT D







Before the
COPYRIGHT ROYALTY JUDGES


Washington, D.C.


In the Matter of )
)


MECHANICAL AND DIGITAL )
PHONORECORD DELIVERY RATE ) Docket No. 2006-3 CRB DPRA
ADJUSTMENT PROCEEDING )


DECLARATION AND RULE 11 CERTIFICATION OF MOLLY J. MORAN


I am counsel for the Recording Industry Association of America, Inc. ("RIAA") in
Docket No. 2006-3 CRB DPRA and authorized to submit this declaration in support of RIAA's
Production of Documents.


I am familiar with the documents provided by RIAA, and have also reviewed the
definitions and terms provided in the Protective Order. Pursuant to these definitions, certain of
the documents produced in this production are marked "Restricted" as they contain information
that is proprietary, not available to the public, and is commercially sensitive, or they contain
highly confidential business information, financial projections, financial data, or competitive
strategy that is proprietary, not available tp the public, and is commercially sensitive. If this
information were to become public, it would provide an unfair advantage to the witnesses'
competitors and entities with whom they do business, and would commercially disadvantage
RIAA and those it represents. Consequently, pursuant to the Protective Order, such documents
have been marked "Restricted," and good cause exists for such treatment.


Under the Copyright Royalty Judges Rules and Procedures, 37 C.F.R. § 350.4(e)(l), and
in compliance with the Protective Order in this proceeding, I declare that all material marked
"Restricted" meets the definition set forth in the Protective Order.


Pursuant 28 U.S.C. § 1746 and consistent with the requirements of Rule 11,1 hereby
declare under penalty of perjury that, to the best of my knowledge, information, and belief, the
foregoing is true and correct.


Molly J. Moran


Dated: September 26,2007







EXHIBIT E







Before the
COPYRIGHT ROYALTY JUDGES


Washington, D.C.


In the Matter of )
)


MECHANICAL AND DIGITAL )
PHONORECORD DELIVERY RATE ) Docket No. 2006-3 CRB DPRA
ADJUSTMENT PROCEEDING )


DECLARATION AND RULE 11 CERTIFICATION OF MICHAEL T. HAAS


I am counsel for the Digital Media Association ("DiMA") in Docket No. 2006-3
CRB DPRA and authorized to submit this declaration in support of DiMA's Production
ofDocuments.


I am familiar with the documents provided by DiMA, and have also reviewed the
definitions and terms provided in the Protective Order. Pursuant to these definitions,
certain of the documents produced in this production are marked "Restricted" as they
contain information that is proprietary, not available to the public, and is commercially
sensitive, or they contain highly confidential business information, financial projections,
financial data, or competitive strategy that is proprietary, not available to the public, and
is commercially sensitive. If this information were to become public, it would provide an
unfair advantage to the witnesses' competitors and entities with whom they do business,
and would commercially disadvantage DiMA and those it represents. Consequently,
pursuant to the Protective Order, such documents have been marked "Restricted," and
good cause exists for such treatment.


Under the Copyright Royalty Judges Rules and Procedures, 37 C.F.R.
§ 350.4(e)(l), and in compliance with the Protective Order in this proceeding, I declare
that all material marked "Restricted" meets the definition set forth in the Protective
Order.


Pursuant 28 U.S.C. § 1746 and consistent with the requirements of Rule 1 1, 1
hereby declare under penalty of perjury that, to the best of my knowledge, information,
and belief, the foregoing is true and correct.


Dated: September 27,2007


4135260v.l







EXHIBIT F







Before the
COPYRIGHT ROYALTY JUDGES


Washington, D.C.


In the Matter of )
)


MECHANICAL AND DIGITAL )
PHONORECORD DELIVERY RATE ) Docket No. 2006-3 CRB DPRA
ADJUSTMENT PROCEEDING )


DECLARATION AND RULE 11 CERTIFICATION OF MOLLY J. MORAN


I am counsel for the Recording Industry Association of America, Inc. ("RIAA") in
Docket No. 2006-3 CRB DPRA and authorized to submit this declaration in support of RIAA's
Production of Documents.


I am familiar with the documents provided by RIAA, and have also reviewed the
definitions and terms provided in the Protective Order, Pursuant to these definitions, certain of
the documents produced in this production are marked "Restricted" as they contain information
that is proprietary, not available to the public, and is commercially sensitive, or they contain
highly confidential business information, financial projections, financial data, or competitive
strategy that is proprietary, not available to the public, and is commercially sensitive. If this
information were to become public, it would provide an unfair advantage to the witnesses'
competitors and entities with whom they do business, and would commercially disadvantage
RIAA and those it represents. Consequently, pursuant to the Protective Order, such documents
have been marked "Restricted," and good cause exists for such treatment.


Under the Copyright Royalty Judges Rules and Procedures, 37 C.F.R. § 350.4(e)(l), and
in compliance with the Protective Order in this proceeding, I declare that all material marked
"Restricted" meets the definition set forth in the Protective Order.


Pursuant 28 U.S.C. § 1746 and consistent with the requirements of Rule 11,1 hereby
declare under penalty of perjury that, to the best of my knowledge, information, and belief, the
foregoing is true and correct.


Mollyv. Moran


Dated: October 1,2007







EXHIBIT G







Before the
COPYRIGHT ROYALTY JUDGES


Washington, D.C.


In the Matter of )
)


MECHANICAL AND DIGITAL )
PHONORECORD DELIVERY RATE ) Docket No. 2006-3 CRB DPRA
ADJUSTMENT PROCEEDING )


DECLARATION AND RULE 11 CERTIFICATION OF MOLLY J. MORAN


I am counsel for the Recording Industry Association of America, Inc. ("RIAA") in
Docket No. 2006-3 CRB DPRA and authorized to submit this declaration in support of RIAA's
Production of Documents.


I am familiar with the documents provided by RIAA, and have also reviewed the
definitions and terms provided in the Protective Order. Pursuant to these definitions, certain of
the documents produced in this production are marked "Restricted" as they contain information
that is proprietary, not available to the public, and is commercially sensitive, or they contain
highly confidential business information, financial projections, financial data, or competitive
strategy that is proprietary, not available to the public, and is commercially sensitive. If this
information were to become public, it would provide an unfair advantage to the witnesses'
competitors and entities with whom they do business, and would commercially disadvantage
RIAA and those it represents. Consequently, pursuant to the Protective Order, such documents
have been marked "Restricted," and good cause exists for such treatment.


Under the Copyright Royalty Judges Rules and Procedures, 37 C.F.R. § 350.4(e)(l), and
in compliance with the Protective Order in this proceeding, I declare that all material marked
"Restricted" meets the definition set forth in the Protective Order.


Pursuant 28 U.S.C. § 1746 and consistent with the requirements of Rule 11,1 hereby
declare under penalty of perjury that, to the best of my knowledge, information, and belief, the
foregoing is true and correct.


Molly J. Moran


Dated: October 3, 2007








EXHIBIT COA 1138 







WARNER MUSIC GROUP REPORTS FIRST HALF RESULTS 


Adjusted Pro Forma EBITDA o f  $135 million up  17% from 2003 


Company Reports Revenue on Plan and 
Pro Forma Operating Income of $21 million 


Restructuring Effort Yields Significant Cost Savings 


NEW YORK, August 19, 2004--Warner Music Group today announced its financial results for 
the first half of 2004. The Company's restructuring plan is proceeding ahead of schedule  
operating costs have been lowered substantially, revenue is on plan and adjusted pro forma 
EBITDA (earnings before interest, taxes, depreciation, and amortization) increased 17% for the 
six months ended May 31,2004 over the six months ended May 31,2003. 


'We have now completed the majority of our restructuring effort, positioning -~a rne r  Music 
Group as a lean and flexible music company," said Edgar Bronfman, Jr., Chairman and CEO of 
Warner Music Group. "We have merged the Atlantic and Elektra labels, consolidated and 
streamlined certain overhead operations, lowered variable costs and significantly reduced and 
focused our artist roster, all while maintaining strong cash flow. With an outstanding 
management team in place-one that combines the talent and experience of WMG's existing 
leadership with superbly qualified executives from outside the company--ure are building our 
traditional recorded music and music publishing businesses, and meeting the dynamic 
challenges of the marketplace." 


Warner Music Group's expense reduction efforts continue to be implemented ahead of plan. 
Cost savings expected to be realized in 2004 are significantly higher than the $60 million 
estimate noted in the Company's offering memorarldum to bondholders. Over $225 million of 
recurring annualized savings have been implemented to date, and recurring savings of more 
than $250 million are expected by the end of the restructuring. The Company also noted that 
the one-time costs associated with the restructuring plan are forecast to be below the original 
estimate of $310 million. 


The attached select financial information is for the pre-acquisition first quarter ended February 
29, 2004, and for the post-acquisition second quarter ended May 31, 2004, and provides 
comparable adjusted pro forma information for 2003. 


Six Months Ended May 31,2004 


Revenue was $1.5 billion for the six months ended May 31, 2004, flat when compared wilh the 
six months ended May 31, 2003, and consistent with the expectations in the plan. This reflects a 
3% decline in recorded music and a 16% increase in music publishing. 
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For the six months ended May 31, 2004, recorded music revenue dedined 3% to $1.22 billion 
versus $1.26 billion in the six months ended May 31, 2003. During the first half of 2004, the 
Company had a number of highly successful albums from Josh Groban, Twista, Alanis 
Morissette, Michael Buble, Eric Clapton, Jet, and The Darkness among others. This compares 
to the first half of 2003, when the Company had more multi-platinum and platinum albums 
including Linkin Park's Mefeora, Madonna's American Life, and Kid Rock's Cocky. 


Music Publishing revenue was $286 million for the six months ended May 31, 2004, a 16% 
increase from $248 million in the prior year. Mechanical, synchronization and performance 
revenues all contributed to the substantial increase during 2004. 


For the six months ended May 31,2004, pro forrna operating income was $21 million versus a 
pro forma loss of $36 million in the same period of the previous year. Adjusted pro forma 
EBITDA for the six months ended May 31,2004, was $135 million compared to $115 million for 
the six months ended May 31, 2003. The improvements reflect cost savings realized from the 
restructuring plan as the improvement in music publishing revenue was offset by the decline in 
recorded music revenue. 


Cash flow from operations for the six months ended May 31, 2004 was $340 million and cash 
on hand as of May 31,2004 was $421 million. 


Three Months Ended Mav 31.2004 


For the three months ended May 31, 2004, overall revenue declined 10% from 2003 to $717 
million. 


For the three months ended May 31, 2004, recorded music revenue declined 14% to $591 
million versus $688 million in the three months ended May 31, 2003. Most of the second 
quarter decline occurred in the East Coast operations, where the Atlantic and Elektra labels 
were merged into the new Atlantic Records Group as part of the restructuring plan. As 
anticipated in the plan, revenues at these labels were lower due to actions taken to enhance 
earnings, including reducing and focusing the artist roster and delaying releases. The Company 
expects that revenues for the Group will improve in 2005 as the release schedule is normalized. 


Music Publishing revenue was $129 million for the three months ended May 31, 2004, an 11% 
increase from $116 million in the prior year. Mechanical and performance revenues both 
increased during 2004 contributing to the publishing division's strong performance. 


For the three months ended May 31, 2004, operating income was $16 million versus a pro 
forma loss of $3 million in the same period of the previous year. Adjusted pro forma EBITDA for 
the three months ended May 31,2004, was $74 million compared to $68 million in adjusted pro 
forma EBITDA for the three months ended May 31,2003. The increase in EBITDA was driven 
by the positive impact of the restructuring plan and other cost savings partially offset by the 
impact of the decline in revenues. 


Cash flow from operations for the three months ended May 31, 2004 was $4 million, including 
approximately $31 million in restructuring payments. 


About Warner Music Group 
Warner Music Group, with its broad roster of new stars and legendary artists, is the world's 
largest privately held independent music company. The company is home to a collection of the 
best-known record labels in the music industry including Atlantic, Elektra, Lava, Maverick, 
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Nonesuch, Reprise, Rhino, Sire, Warner Bros. and Word. Warner Music International, a leading 
company in national and international repertoire operates through 37 affiliates and numerous 
licensees in more than 50 countries. Warner Music Group also includes WarnerJChappell Music, 
one of the world's leading music publishers, with a catalog of more than one million copyrights 
worldwide. For more information about Warner IWusic Group, visit our corporate website at 
wvwv.wmg.com. 


"Safe HarboP Statement under Private Securities Litigation Reform Act of 1995: 


This communication includes fonvard-looking statements that reflect the current views of 
Wamer Music Group about future events and financial performance. Words such as 
"estimates, " "expects, " "anticipates, " "projects, " "plans, " "intends, " "believes, " "forecasts" and 
variations of such words or similar expressions that predict or indicate future events or trends, or 
that do not relate to historical matters, identijl fonvard-looking statements. Our expectations, 
beliefs and projections are expressed in good faith and we believe there is a reasonable basis 
for them. However, there can be no assurance that management's expectations, beliefs and 
projections will result or be achieved. Investors should not rely on fonvard-looking statements 
because they are subject to a variety of risks, uncerfainties, and other factors that could cause 
actual resulfs to differ materially from our expectations. 


(" Adjusted pro forma EBITDA as defined on page 18 of Warner Music Group's offering memorandum dated April 1, 
2004. 


Media Contact: 
WII Tanous 
212-2752244 
will.tanous@wrnq.co~ 


Investor Contact: 
Jeremy Zweig 
646-8052805 


NOTE TO BONDHOLDERS: Wamer Music Group will hold its first half-year earnings update conference 
call for bondholders on Thursday, August 19, 2004, at 10:OO AM E D 1  Bondholders may participate in 
the conference call by dialing 800-237-9752 or 61 7-847-8706 and entering reference number 53852273. 
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INDEX OF EXHIBITS TO THE PUBLIC AMENDED EXPERT REPORTS 
OF THE NATIONAL MUSIC PUBLISHERS’ ASSOCIATION, INC., THE 


SONGWRITERS GUILD OF AMERICA AND THE NASHVILLE 
SONGWRITERS ASSOCIATION INTERNATIONAL1 


Ex. No. Bates No. Sponsored By Description 


COA 1 DiMA 3808-3832 William Landes iTunes Music Store P&L 
(RESTRICTED) 


COA 2  William Landes 
Deposition Transcript of David Teece, 
dated October 11, 2007 
(RESTRICTED) 


COA 3  William Landes Deposition Transcript of Ron Wilcox, 
dated October 5, 2007 (RESTRICTED) 


COA 4  William Landes 
Deposition Transcript of David Munns, 
dated October 16, 2007 
(RESTRICTED) 


COA 5 RIAA 3518-3543 William Landes 
Agreement between Blue Note Records 
and Charles Tolliver, dated May 24, 
2006 (RESTRICTED) 


COA 6 RIAA 4260-4303 William Landes 
Agreement between Wynton Marsalis 
Enterprises, Inc. and Blue Note Records, 
dated Apr 30, 2003 (RESTRICTED) 


COA 7 RIAA 17488-17545 William Landes 
Draft Singer-Songwriter Agreement 
with Universal Records 
(RESTRICTED) 


COA 8 RIAA 45314-45348 William Landes 
Draft Singer-Songwriter Agreement 
with Atlantic, Elektra and Warner Bros. 
(RESTRICTED) 


COA 9 RIAA 15203-15209 William Landes Backup data produced by David J. 
Teece (RESTRICTED) 


COA 10 RIAA 15271-15331 William Landes Backup data produced by David J. 
Teece (RESTRICTED) 


COA 11 RIAA 8423-8430 William Landes Backup data produced by Linda 
McLaughlin (RESTRICTED) 


                                                
1  Pursuant to the Protective Order entered on March 13, 2007, documents designated as “Restricted” in 


their entirety have been withheld from the public volumes of exhibits.  
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COA 12  William Landes 
Deposition Transcript of Eddy Cue, 
dated  September 28, 2007 
(RESTRICTED) 


COA 13 DiMA 3421-3423 William Landes Apple Weekly Download Sales Data 
(RESTRICTED) 


COA 14  William Landes Curriculum Vitae of William Landes 


COA 15  William Landes Restricted Versions of Figures from 
Report (RESTRICTED) 


COA 16   Exhibits CO16 to COA 49 have been 
intentionally omitted  


COA 50 DiMA 10667-10704 William Landes 
BMG / MusicNet Subscription Services 
Agreement, dated April 4, 2001 
(RESTRICTED) 


COA 51 RIAA 14540-14545 William Landes 
Letter Amending BMG / MusicNet and 
Agreement, dated July 12, 2002 
(RESTRICTED) 


COA 52 DiMA 10640-10662 William Landes 
BMG / MusicNet Digital Music 
Download Agreement, dated October 
14, 2002 (RESTRICTED) 


COA 53 DiMA 11070 William Landes 
Letter Amending BMG / MusicNet 
Agreement, dated October 1, 2004 
(RESTRICTED) 


COA 54 DiMA 10814-10816 William Landes 
Letter Amending BMG / MusicNet 
Agreement, dated October 1, 2004 
(RESTRICTED)) 


COA 55 DiMA 10706 William Landes 
Letter Amending BMG / MusicNet 
Subscription Agreement, dated 
November 29, 2004 (RESTRICTED) 


COA 56 DiMA 11019-11069 William Landes 
BMG/ MusicNet Schedule of Current 
Wholesale Prices, dated June 21, 2005 
(RESTRICTED) 


COA 57 DiMA 22588 William Landes 


BMG / RealNetworks Amendment One 
to Digital Music Download Agreement, 
dated September 1, 2003 
(RESTRICTED) 


COA 58 DiMA 22584-22587 William Landes 


Letter Amending New Content Usage 
Rules to BMG / RealNetworks 
Agreement, dated July 15, 2004 
(RESTRICTED) 
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COA 59 RIAA 8211-8234 William Landes 
EMI / Amazon Music Marketing DRM-
Free Download Agreement Order Form, 
dated May 15, 2007 (RESTRICTED) 


COA 60 RIAA 7541-7587 William Landes 
EMI / Virgin Subscription Service 
Agreement, dated April 4, 2001 
(RESTRICTED) 


COA 61 RIAA 7588-7629 William Landes 
EMI / MusicNet Amended and Restated 
Subscription Service Agreement, dated 
October 15, 2002 (RESTRICTED) 


COA 62 RIAA 7672-7674 William Landes 


Letter re: EMI / MusicNet Amended and 
Restated Subscription Services 
Agreement, dated November 12, 2002 
(RESTRICTED) 


COA 63 RIAA 7676-7695 William Landes 


EMI / MusicNet Agreement for 
Distribution and Sale of Audio-Only 
Digital Downloads, dated December 1, 
2002 (RESTRICTED) 


COA 64 RIAA 7675 William Landes 


EMI / MusicNet Amendment to 
Agreement for Distribution and Sale of 
Audio-Only Digital Downloads, dated 
December 1, 2003 (RESTRICTED) 


COA 65 RIAA 7696-7697 William Landes 


EMI / MusicNet Amendment to 
Agreement for Distribution and Sale of 
Audio-Only Digital Downloads, dated 
August 27, 2004 (RESTRICTED) 


COA 66 RIAA 7698-7701 William Landes 


EMI / Virgin Amendment to Amended 
and Restated Subscription Services 
Agreement, dated May 11, 2005 
(RESTRICTED) 


COA 67 DiMA 10765 William Landes 


EMI / MusicNet Amendment to 
Agreement for the Distribution & Sale 
of Audio-Only Digital Downloads, 
dated December 15, 2004 
(RESTRICTED) 


COA 68 RIAA 8087-8108 William Landes 


EMI / MusicNet Agreement for 
Distribution and Sale of Audio-Only 
Digital Downloads, dated June 1, 2005 
(RESTRICTED) 
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COA 69 RIAA 8129-8152 William Landes 


EMI / MusicNet Digital Download, and 
Audio (Non Portable and Portable) 
Subscription Agreement Order Form, 
dated November 28, 2006 
(RESTRICTED) 


COA 70 DiMA 10737-10742 William Landes 
EMI / MusicNet Amendment to Digital 
Download Agreement, dated June 29, 
2007 (RESTRICTED) 


COA 71 RIAA 8016-8020 William Landes Letter re: EMI / Napster Amendment, 
dated May 18, 2004 (RESTRICTED) 


COA 72 RIAA 8066-8067 William Landes 


EMI / Napster Amendment to the 
Agreement for Distribution and Sale of 
Audio-Only Digital Downloads, August 
27, 2004 (RESTRICTED) 


COA 73 RIAA 8065 William Landes 


EMI / Napster Amendment to the 
Agreement for Distribution and Sale of 
Audio-Only Digital Downloads, dated 
December 1, 2004 (RESTRICTED) 


COA 74 DiMA 21809-21818 William Landes 
EMI / Napster License Agreement, 
dated December 9, 2005 
(RESTRICTED) 


COA 75 RIAA 7137-7151 William Landes 
EMI / Napster Dual Mode Digital 
Download Agreement Order Form, 
dated March 28, 2006 (RESTRICTED) 


COA 76 DiMA 17195-17216 William Landes 
EMI / Napster Audio Subscription 
Services Agreement, dated August 31, 
2006 (RESTRICTED) 


COA 77 DiMA 21075-21094 William Landes 
EMI / Napster Digital Download 
Agreement, dated August 31, 2006 
(RESTRICTED) 


COA 78 DiMA 21048-21070 William Landes 
EMI / Napster Audio Subscription 
Service Agreement, dated September 
20, 2006 (RESTRICTED) 


COA 79 DiMA 21024-21025 William Landes 
EMI / Napster Amendment No.1 to 
Audio Subscription Service Agreement, 
dated March 30, 2007 (RESTRICTED) 


COA 80 RIAA 7124-7125 William Landes 
EMI/Napster Amendment to Dual Mode 
Digital Download Agreement, dated 
October 31, 2006 (RESTRICTED) 
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COA 81 DiMA 22616-22624 William Landes 


EMI/ RealNetworks Amendment to 
Agreement for Distribution & Sale of 
Audio-Only Digital Downloads, dated 
November 1, 2003 (RESTRICTED) 


COA 82 RIAA 7852-7867 William Landes 
EMI / RealNetworks Streaming Audio 
and Conditional Download Order Form, 
dated April 1, 2005 (RESTRICTED) 


COA 83 RIAA 7136 William Landes 


EMI / RealNetworks Amendment to 
Streaming Audio and Conditional 
Download Agreement, dated November 
14, 2006 (RESTRICTED) 


COA 84 DiMA 22645-22660 William Landes 
EMI / RealNetworks Streaming Audio 
and Conditional Download Order Form, 
dated April 1, 2005 (RESTRICTED) 


COA 85 RIAA 8153-8169 William Landes 


EMI / RealNetworks Music Marketing 
Digital Download Agreement Order 
Form, dated November 14, 2006 
(RESTRICTED) 


COA 86 RIAA 7126-7135 William Landes 


EMI / RealNetworks Amendment to 
Streaming Audio and Conditional 
Download Agreement, dated November 
14, 2006 (RESTRICTED) 


COA 87 RIAA 58142-58173 William Landes 


EMI / QTrax Ad-Supported P2P Music 
Service, Digital Download and 
Subscription Services Agreement, dated 
November 30, 2007 (RESTRICTED) 


COA 88 RIAA 58174-58181 William Landes 
EMI / MSpot Mobile Digital Streaming 
Agreement, dated July 25, 2005 
(RESTRICTED) 


COA 89 RIAA 58182-58188 William Landes EMI / Dwarf Village Music Agreement, 
dated June 11, 2007 (RESTRICTED) 


COA 90 DiMA 10867-11018 William Landes 
Sony / MusicNet Content Integration 
Agreement, dated November 6, 2002 
(RESTRICTED) 


COA 91 DiMA 10766-10813 William Landes 
Sony / MusicNet Digital Download 
Sales Agreement, November 6, 2002 
(RESTRICTED) 
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COA 92 DiMA 19800-19883 William Landes 


Sony / Napster Amended and Restated 
Content Integration and Distribution 
Agreement, August 1, 2002 
(RESTRICTED) 


COA 93 RIAA 52639-52641 William Landes 


Sony BMG / EMI Music Publishing 
Letter Agreement:  Modification to New 
Digital Media Agreement, dated March 
30, 2007 (RESTRICTED) 


COA 94 RIAA 52549-52589 William Landes 
Sony BMG / Famous Music Group New 
Digital Media Agreement, dated 
November 1, 2004 (RESTRICTED) 


COA 95 RIAA 49499 William Landes 


Letter Amending Sony BMG / Famous 
Music Group New Digital Media 
Agreement, dated November 1, 2004 
(RESTRICTED) 


COA 96 RIAA 14225-14246 William Landes 
Sony BMG / MusicNet Digital Music 
Download Agreement, dated October 
14, 2002 (RESTRICTED) 


COA 97 RIAA 11099-11103 William Landes 


Letter re: Sony BMG / MusicNet Re: 
Hold Back Periods; Right to Terminate, 
dated November 6, 2002 
(RESTRICTED)  


COA 98 RIAA 11104-11106 William Landes 


Letter re: Sony BMG / MusicNet Re: 
Content Integration Agreement, Key 
Provisions, dated November 6, 2002 
(RESTRICTED) 


COA 99 RIAA 11107-11109 William Landes 
Sony BMG / MusicNet Digital 
Download Sales Agreement, dated 
November 6, 2002 (RESTRICTED) 


COA 100 RIAA 11110-11112 William Landes 
Letter re: Sony BMG / MusicNet Digital 
Download Sales Agreement, dated 
November 6, 2002 (RESTRICTED) 


COA 101 RIAA 11772-11819 William Landes 
Sony BMG / MusicNet Digital 
Download Sales Agreement, dated 
November 6, 2002 (RESTRICTED) 


COA 102 RIAA 14539 William Landes 


Sony BMG / MusicNet Amendment to 
July 12 2002 letter Agreement 
Amending April 4, 2001 Subscription 
Agreement, dated January 9, 2003 
(RESTRICTED) 
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COA 103 RIAA 14720 William Landes 


Sony BMG / MusicNet Amendment to 
July 12 2002 letter Agreement 
Amending April 4, 2001 Subscription 
Agreement, dated January 9, 2003 
(RESTRICTED) 


COA 104 RIAA 10567-10570 William Landes 
Sony BMG / MusicNet Subscription 
Service Distribution Agreement, dated 
October 1, 2004 (RESTRICTED) 


COA 105 RIAA 14714-14718 William Landes 
Sony BMG / MusicNet Modification of 
Oct 11, 2002 Contract, dated October 1, 
2004 (RESTRICTED) 


COA 106 DiMA 10666 William Landes 


Letter Amending Sony BMG / 
MusicNet Agreement: Amendment to 
Agreement, dated November 29, 2004 
(RESTRICTED) 


COA 107 RIAA 14719 William Landes 
Sony BMG / MusicNet Modification of 
April 4, 2001 Contract, dated November 
29, 2004 (RESTRICTED) 


COA 108 DiMA 10254-10347 William Landes 
BMG / MusicNet Digital Download 
Sales Agreement, dated May 11, 2005 
(RESTRICTED) 


COA 109 DiMA 10348-10580 William Landes 


Sony BMG / MusicNet Agreement: 
Subscription Service Distribution 
Agreement, dated May 11, 2005 
(RESTRICTED)  


COA 110 RIAA 14675-14713 William Landes 
Sony BMG / MusicNet Subscription 
Services Agreement, dated April 4, 
2001 (RESTRICTED) 


COA 111 RIAA 14298-14325 William Landes 


Sony BMG / Napster Letter Amending 
Content Distribution and Integration 
Agreement of Oct. 02, date illegible 
(RESTRICTED) 


COA 112 RIAA 14107-14148 William Landes 
Sony BMG / Napster Digital Music 
Download Agreement, dated February 
18, 2004 (RESTRICTED) 


COA 113 RIAA 12897-12898 William Landes 
Sony BMG / Napster Dual Delivery 
Downloads Amendment, dated February 
3, 2006 (RESTRICTED) 
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COA 114 RIAA 12901-12904 William Landes 


Sony BMG / Napster Re: Napster – 
Sony Subscription Services 
Amendment, dated April 25, 2006 
(RESTRICTED) 


COA 115 RIAA 11727 William Landes 
Sony BMG / Napster Letter modifying 
prior agreements, dated December 31, 
2006 (RESTRICTED) 


COA 116 RIAA 11491-11494 William Landes 
Sony BMG / Napster Letter modifying 
prior agreements, dated March 20, 2007 
(RESTRICTED) 


COA 117 RIAA 14986-14987 William Landes 
Sony BMG / Napster Letter modifying 
prior contracts, dated March 30, 2007 
(RESTRICTED) 


COA 118 RIAA 14149-14224 William Landes 
Sony BMG / RealNetworks Digital 
Music Download Agreement, dated 
September 1, 2003 (RESTRICTED) 


COA 119 RIAA 11728-11730 William Landes 


Sony BMG / RealNetworks Second 
Amendment to Content Integration 
Agreement, April 1, 2005 
(RESTRICTED) 


COA 120 RIAA 12048-12266 William Landes 
Sony BMG / RealNetworks Content 
Integration Agreement, dated April 1, 
2005 (RESTRICTED) 


COA 121 RIAA 12899-12900 William Landes 


Sony BMG / RealNetworks Amendment 
No. 1 to the Content Integration 
Agreement,  dated April 1, 2006 
(RESTRICTED) 


COA 122 DiMA 22726-22731 William Landes 


RealNetwork Contract Ownership Form 
& Sony BMG / RealNetworks No. 
Amendment to the Content Integration 
Agreement, dated April 1, 2006 
(RESTRICTED 


COA 123 RIAA 51322-51356 William Landes 
Sony BMG / Warner/Chappell Music 
New Digital Media Agreement, dated 
February 1, 2005 (RESTRICTED) 


COA 124 RIAA 51357-51359 William Landes 


Sony BMG / Warner/Chappell Music 
Modification to New Digital Media 
Agreement, dated February 1, 2005 
(RESTRICTED) 
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COA 125 DiMA 10817-10866 William Landes 
Sony Music / MusicNet Integration 
Agreement, dated 10/02 or 11/02 


 (RESTRICTED) 


COA 126 DiMA 20854-20856 William Landes 


Sony Music / Duet d/b/a press,  Sony 
Digital Download Sales Agreement 
Amendments, dated August 1, 2002 
(RESTRICTED) 


COA 127 DiMA 20857-20860 William Landes 


Sony Music / Duet d/b/a press,  Sony 
Digital Download Sales Agreement 
Amendments, dated August 1, 2002 
(RESTRICTED) 


COA 128 DiMA 20861-20865 William Landes 


Sony Music / Duet d/b/a press,  Sony 
Digital Download Sales Agreement 
Amendments, dated August 1, 2002 
(RESTRICTED) 


COA 129 DiMA 875-896 William Landes 
Sony/ATV / Full Audio, Digital Music 
subscription Services Agreement, dated 
April 1, 2002 (RESTRICTED) 


COA 130 DiMA 11279-11281 William Landes 
Amendment UMG / MusicNet 
Agreement, dated November 13, 2002 
(RESTRICTED) 


COA 131 RIAA 15529-15686 William Landes 


UMG / MusicNet Agreement for the 
Inclusion of Universal Sound 
Recordings in Online On Demand 
Subscription Services, dated November 
13, 2004 (RESTRICTED) 


COA 132 DiMA 11219 William Landes 
Letter re: UMG / MusicNet 


Subscription Services Agreement, dated 
November 11, 2005 (RESTRICTED) 


COA 133 RIAA 15705-15745 William Landes 
UMG / MusicNet Agreement for UMG 
Recordings, dated November 13, 2002 
(RESTRICTED) 


COA 134 DiMA 11238-11278 William Landes 
UMG / MusicNet Agreement for UMG 
Recordings Inc., dated November 15, 
2002 (RESTRICTED) 


COA 135 RIAA 16272-16289 William Landes 
UMG / MusicNet Addendum 
Agreement for UMG Recordings, dated 
November 15, 2002 (RESTRICTED) 
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COA 136 RIAA 16267-16271 William Landes 
UMG / MusicNet Public Performance 
License Agreement, dated June 1, 2004 
(RESTRICTED) 


COA 137 RIAA 17315-17379 William Landes 
UMG / MusicNet Agreement for 
Universal Sound Recordings, dated 
September 24, 2004 (RESTRICTED) 


COA 138 DiMA 11217-11218 William Landes 
Letter Modification to UMG/MusicNet 
Agreement, dated November 13, 2004 
(RESTRICTED) 


COA 139 DiMA 11211-11216 William Landes 


Exhibit C-2,  Universal Content Rate 
and Published Wholesale Prices & 
Bundling Guidelines for Permanent 
Downloads (chart), dated March 2006 
(RESTRICTED) 


COA 140 RIAA 15438-15456 William Landes 


UMG / MusicNow Consent Assignment 
and Amendment to the Agreement for 
UMG Recordings, Inc, dated March 16, 
2005 (RESTRICTED) 


COA 141 DiMA 19790-19794 William Landes 
UMG Subscription Agreement 
Amendment, dated August 1, 2002 
(RESTRICTED) 


COA 142 DiMA 19795-19797 William Landes 
UMG / Duet d/b/a pressplay Download 
Addendum Agreement Amendments, 
dated August 1, 2002 (RESTRICTED) 


COA 143 RIAA 19834-19890 William Landes 


UMG / Napster Agreement for the 
Inclusion of universal Sound Recordings 
in Over the Air Permanent Download 
Services, dated July 18, 2006 
(RESTRICTED) 


COA 144 RIAA 18501-18658 William Landes 


UMG / Napster Agreement for the 
Inclusion of Universal Sound 
Recordings in Permanent Download 
Services, dated January 1, 2007 
(RESTRICTED) 


COA 145 RIAA 15457-15462 William Landes 


UMG / MusicNet Amendment No. 2 to 
Agreement for the Inclusion of 
Universal Sound Recordings in Online 
On Demand Subscription Services, 
dated, November 13, 2004 
(RESTRICTED) 
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COA 146 RIAA 18659-18825 William Landes 


UMG / Napster Agreement for the 
Inclusion of Universal Sound 
Recordings in Online, On-Demand 
Subscription Services, dated January 1, 
2007 (RESTRICTED) 


COA 147 RIAA 15467-15468 William Landes 


UMG / Napster Amendment No. 1 to 
Agreement for the Inclusion of 
Universal Sound Recordings in Online 
On Demand Subscription Services, 
dated January 30, 2007 
(RESTRICTED) 


COA 148 RIAA 17186-17228 William Landes 
UMG / RealNetworks Agreement for 
Universal Sound Recordings, dated 
December 23, 2003 (RESTRICTED) 


COA 149 RIAA 16859-16993 William Landes 
UMG / RealNetworks Subscription 
Agreement, dated July 1, 2004 
(RESTRICTED) 


COA 150 RIAA 16856-16858 William Landes 
Universal / Napster Master Services 
Agreement, dated May 19, 2003 
(RESTRICTED) 


COA 151 DiMA 19936-19958 William Landes 
UMG / RealNetworks Amendment No. 
1 to the Subscription Agreement, dated 
October 26, 2005 (RESTRICTED) 


COA 152 DiMA 22898 William Landes 


Universal / RealNetworks Amendment 
No.1 to Agreement for UMG Sound 
Recordings, dated July 1, 2004 
(RESTRICTED) 


COA 153 RIAA 24503-24549 William Landes 
WMG / MusicNet Subscription Services 
Agreement (Amended), dated April 3, 
2001 (RESTRICTED) 


COA 154 RIAA 24550-24591 William Landes 
WMG / MusicNet Subscription Services 
Agreement, dated April 3, 2001 
(RESTRICTED) 


COA 155 DiMA 11282-11298 William Landes 
WMG / MusicNet Digital Music 
Download Agreement, dated July 17, 
2002 (RESTRICTED) 


COA 156 RIAA 24634-24650 William Landes 
WMG / MusicNet Digital Music 
Download Agreement, dated July 18, 
2002 (RESTRICTED) 
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COA 157 RIAA 22179 William Landes 
WMG / MusicNet Letter Amending 
Subscription Services Agreement, dated 
August 31, 2004 (RESTRICTED) 


COA 158 RIAA 22251-22278 William Landes 
WMG / MusicNet Subscription Service 
Agreement, dated January 1, 2005 
(RESTRICTED) 


COA 159 RIAA 21943-21968 William Landes 
WMG / MusicNet OTA Digital Video 
Download Agreement, dated December 
15, 2006 (RESTRICTED) 


COA 160 RIAA 24301-24348 William Landes 
WMG / Napster OTA Digital Music 
Download Agreement, dated July 7, 
2006 (RESTRICTED) 


COA 161 RIAA 38573-38577 William Landes 
WMG / Napster Amendment No. 1 to 
Subscription Services Agreement, dated 
March 30, 2007 (RESTRICTED)  


COA 162 RIAA 38578-38582 William Landes 
WMG / Napster Amendment No. 2 to 
Subscription Services Agreement, dated 
April 6, 2007 (RESTRICTED) 


COA 163 RIAA 24763-24807 William Landes 
WMG / RealNetworks Subscription 
Services Agreement, dated April 22, 
2005 (RESTRICTED) 


COA 164 RIAA 24703-24708 William Landes 


WMG / RealNetworks Re: Amendment 
No. 2 to Subscription Services 
Agreement, dated February 11, 2002 
(RESTRICTED)  


COA 165 DiMA 23057-23073 William Landes 
WMG / RealNetworks Digital Music 
Download Agreement, dated October 
10, 2002 (RESTRICTED) 


COA 166 RIAA 22182-22209 William Landes 
WMG / RealNetworks Re: Amendment 
No. 1 to Digital Download Agreement, 
dated January 6, 2004 (RESTRICTED) 


COA 167 RIAA 21937-21942 William Landes 


WMG / RealNetworks Amendment No. 
2 to Subscription Services Agreement, 
dated February 26, 2004 
(RESTRICTED)  


COA 168 DiMA 23074-23102 William Landes 
 WMG / RealNetworks Subscription 
Services Agreement, dated April 22, 
2005 (RESTRICTED) 
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COA 169 RIAA 45743-45751 William Landes 


EMI Music / FaithWest USA, Inc. 
Music Marketing Mobile Ringtune 
Subscription Agreement, effective date 
August 13, 2007 (RESTRICTED) 


COA 170 RIAA 45856-45868 William Landes 
EMI / Verizon Wireless Ringback Tune 
Agreement, executed November 1, 2005 
(RESTRICTED) 


COA 171 RIAA 45887-45906 William Landes 
EMI / Ericsson Mobile Ringback Tune 
Agreement, executed September 7, 2005 
(RESTRICTED) 


COA 172 RIAA 45953-45965 William Landes 
EMI / Verizon Wireless Mobile 
Ringback Tune Agreement, executed 
November 1, 2005 (RESTRICTED) 


COA 173 RIAA 46120-46132 William Landes 


EMI Music / Thumbplay, Inc. 
Marketing Mobile Ringtune Agreement, 
effective date January 3, 2007 
(RESTRICTED) 


COA 174 RIAA 51057-51094 William Landes 
Sony BMG / 9 Squared, Inc. Mobile 
Products Agreement, dated November 5, 
2004 (RESTRICTED) 


COA 175 RIAA 46133-46145 William Landes 


EMI Music / Buongiorno USA, Inc. 
Music Marketing Mobile Ringtune 
Subscription Agreement, effective date 
August 16, 2007 (RESTRICTED) 


COA 176 RIAA 51233-51251 William Landes 


Sony BMG / Cellco Partnership d/b/a 
Verizon Wireless Ringtone Agreement, 
dated November 5, 2004 
(RESTRICTED) 


COA 177 RIAA 51310-51321 William Landes 
Sony BMG / Jamster International 
Ringtone Agreement, dated January 1, 
2005 (RESTRICTED) 


COA 178 RIAA 51934-52000 William Landes 
Sony BMG/ Ericsson Ringback Tone 
Agreement, dated September 29, 2005 
(RESTRICTED) 


COA 179 RIAA 46937-46972 William Landes 


Sony BMG/ Verizon Wireless 
Amendment No. 2 to Definite 
Agreement, dated June 26, 2006 
(RESTRICTED) 
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COA 180 RIAA 47101-47102 William Landes 
Sony BMG/ Ericsson Amendment No. 1 
to Ringback Tone Agreement, dated 
May 16, 2006 (RESTRICTED) 


COA 181 RIAA 49633-49671 William Landes 


Sony/ BMG /Helio Mobile 
Personalization Products Sales 
Agreement, dated December 12, 2006 
(RESTRICTED) 


COA 182 RIAA 52001-52002  William Landes BMG/ Faith West Ringtone Agreement, 
dated July 22, 2004 (RESTRICTED) 


COA 183 RIAA 50293-50328 William Landes 
Sony BMG/ Vocel Ringtone 
Agreement, dated August 8, 2006 
(RESTRICTED) 


COA 184 RIAA 50517-50527 William Landes 
Sony/ DVNO Ringtone Agreement, 
dated January 16, 2004 
(RESTRICTED) 


COA 185 RIAA 50528-50539 William Landes 
Sony/ MOVISO Ringtone Agreement, 
dated February 24, 2004 
(RESTRICTED) 


COA 186 RIAA 50633-50659 William Landes 
Sony/ AT&T Wireless Ringtone 
Agreement, dated May 6, 2004 
(RESTRICTED) 


COA 187 RIAA 50662-50676 William Landes Sony/ Zingys Sales Agreement, dated 
June 3, 2004 (RESTRICTED) 


COA 188 RIAA 45622-45627 William Landes 
EMI/ Ericsson Renewal Amendment to 
Mobile Ringback Tune Agreement, 
dated October 1, 2006 (RESTRICTED) 


COA 189 RIAA 52004-52043 William Landes 
BMG/ Faith West Master Distribution 
Agreement, dated November 30, 2003 
(RESTRICTED) 


COA 190 RIAA 54820-54937 William Landes 
UMG/ Helio Ringtone and Ringbacks 
Agreement, dated May 19, 2006 
(RESTRICTED) 


COA 191 RIAA 56225-56357 William Landes UMG/ Cricket Ringback Agreement, 
dated June 4, 2007 (RESTRICTED) 


COA 192 RIAA 45669-45682 William Landes 
EMI/ Infospace Ringtone Subscription 
Agreement, dated July 13, 2006 
(RESTRICTED) 


COA 193 RIAA 54938-55042 William Landes UMG/ Ericsson Ringtone Agreement, 
dated June 8, 2006 (RESTRICTED) 
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COA 194 RIAA 55043-55056 William Landes 


UMG/ Verizon Wireless Amendment 
No. 2 to Ringtone Distribution 
Agreement, dated June 30, 2006 
(RESTRICTED) 


COA 195 RIAA 57447-57477 William Landes 
WMG/ Ericsson Ringback Tone 
Aggregator Agreement, dated December 
1, 2005 (RESTRICTED) 


COA 196 RIAA 55090-55227 William Landes UMG/ Blue Frog Agreement, dated 
January 26, 2007 (RESTRICTED) 


COA 197 RIAA 45640-45641 William Landes BMG/ Faith West Agreement, dated 
November 30, 2003 (RESTRICTED) 


COA 198 RIAA 57001-57062 William Landes 
WMG/ Helio Ringback Tone 
Agreement, dated December 15, 2006 
(RESTRICTED) 


COA 199 RIAA 52504-52548 William Landes 
Sony BMG/ Zomba Enterprises New 
Digital Media Agreement, dated 
November 1, 2004 (RESTRICTED) 


COA 200 RIAA 47873-47877 William Landes Sony/ WCM Ringtone Agreement, 
dated May 27, 2004 (RESTRICTED) 


COA 201 RIAA 58886-58894 William Landes 


Sony BMG Global Digital Business 
Unit – U.S. Deal Parameters and Pricing 
Guidelines, dated October 10, 2004 
(RESTRICTED) 


COA 202 RIAA 52639-52641 William Landes Sony BMG/ EMI Agreement, dated 
November 1, 2004 (RESTRICTED) 


COA 203 RIAA 51322-51356 William Landes 
Sony BMG/ WCM New Digital Media 
Agreement, dated February 1, 2005 
(RESTRICTED) 


COA 204 RIAA 51357-51359 William Landes 
Sony BMG/ WCM New Digital Media 
Agreement Modification, dated 
February 1, 2005 (RESTRICTED) 


COA 205 RIAA 52549-52589 William Landes 
Sony BMG/ Famous Music New Digital 
Media Agreement, dated November 1, 
2004 (RESTRICTED) 


COA 206 RIAA 46303-46344 William Landes 
Sony BMG/ EMI New Digital Media 
Agreement, dated November 1, 2004 
(RESTRICTED) 


COA 207   Exhibits COA 207 to COA 299 have 
been intentionally omitted 
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COA 300  Claire Enders Curriculum Vitae for Claire Enders 


COA 301 RIAA 41992-41998 Claire Enders RIAA Year-End Statistics (1999-2006)   


COA 302 RIAA 15382-15386 Claire Enders 


2005 Wholesale Revenues, Statutory 
and Effective Mechanical Rates with 
Continued Decline of Controlled 
Composition in Physical Album, and 
other Wholesale Data (RESTRICTED) 


COA 303 RIAA 41999-42003 Claire Enders RIAA Mid-Year Statistics (1995-2006) 


COA 304 RIAA 15271-15331 Claire Enders Unit and Wholesale Data 
(RESTRICTED) 


COA 305 DiMA 21460-21469 Claire Enders Napster 5-Year Model 
(RESTRICTED) 


COA 306 DiMA 19353-19402 Claire Enders 
Napster/AOL Asset Purchase 
Agreement, dated January 11, 2007 
(RESTRICTED) 


COA 307 DiMA 19404-19407 Claire Enders 
Napster/AOL Assignment and 
Assumption Agreement, dated March 
14, 2007 (RESTRICTED) 


COA 308 DiMA 19348-19352 Claire Enders 
Napster/AOL Amendment No. 1 to 
Asset Purchase Agreement, dated March 
14, 2007 (RESTRICTED) 


COA 309 DiMA 16468-16560 Claire Enders 


Ipsos, Tempo:  Keeping Pace with 
Digital Music Behavior, 2007 Quarter 1 
Report, dated June 2007 
(RESTRICTED) 


COA 310 DiMA 16751-16910 Claire Enders 


Ipsos, Tempo:  Keeping Pace with 
Digital Music Behavior, 2006 Quarter 4 
Report, dated March 2007 
(RESTRICTED) 


COA 311 DiMA 2885-2996 Claire Enders 


Apple, iTunes Music Store Tracker 
Program, Final Report Wave 1 – Fourth 
Quarter 2004, dated March 18, 2005 
(RESTRICTED) 


COA 312 DiMA 2997-3082 Claire Enders 
Apple, Final Report – 2005 Q1 iTMS 
Tracker Program, dated April 2005 
(RESTRICTED) 


COA 313 DiMA 3138-3209 Claire Enders 
Apple, Final Report – 2005 CYQ2 
iTMS Tracker Program, dated August 
2005 (RESTRICTED) 
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COA 314 DiMA 3083-3137 Claire Enders 
Apple, Final Report – 2006 CYQ1 
iTMS Tracker Program, dated May 30, 
2006 (RESTRICTED) 


COA 315 DiMA 2832-2884 Claire Enders 
Apple, iTMS Tracker – CYQ3 2005 
Presentation, dated November 14, 2005 
(RESTRICTED) 


COA 316 DiMA 4064-4211 Claire Enders 
MusicNet Price Sensitivity Research, 
Final Report, dated July 3, 2003 
(RESTRICTED) 


COA 317 DiMA 4212-4386 Claire Enders MusicNet Pricing Study, dated July 
2003 (RESTRICTED) 


COA 318 DiMA 4501-4533 Claire Enders 
Napster Price Research Quantitative 
Research, Preliminary Findings, dated 
October 2004 (RESTRICTED) 


COA 319 DiMA 6325-6473 Claire Enders 


Ipsos, Tempo:  Keeping Pace with 
Digital Music Behavior, 2006 Quarter 2 
Report, dated October 2006 
(RESTRICTED) 


COA 320 RIAA 15203-15209 Claire Enders RIAA Wholesale Data  
(RESTRICTED) 


COA 321 DiMA 56803-56819 Claire Enders 


UMG/Spiralfrog Amendment No. 1 to 
Agreement for Inclusion of Universal 
Sound Recordings and Universal Videos 
in Online, On-Demand Ad-Supported 
Services, dated May 30, 2006 
(RESTRICTED) 


COA 322 DiMA 3262-3271 Claire Enders Apple DRM-Free and Higher Quality 
Audio Presentation (RESTRICTED) 


COA 323 DiMA 39671-39851 Claire Enders Napster, Inc. Form 10-K, Filed June 6, 
2007 for Period Ending March 31, 2007  


COA 324 DiMA 11936-11939 Claire Enders MusicNet Historical and Projected 
Financials (RESTRICTED) 


COA 325  Claire Enders RealNetworks Music Group, FY 2005 - 
July 2006 Actual (RESTRICTED) 


COA 326 DiMA 8517-8524 Claire Enders 


RealNetworks/Rhapsody “Subscription 
Services:  Why You Should Give A 
Damn?” Presentation, dated September 
1, 2007 (RESTRICTED) 
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COA 327 DiMA 8881-8891 Claire Enders 
RealNetworks, Saddle Creek Records 
Subscription Revenue Analysis 
(RESTRICTED) 


COA 328 RIAA 43940-44005 Claire Enders 
EMI, Presentation at a JP Morgan High 
Yield Conference, dated February 5, 
2006 (RESTRICTED) 


COA 329 DiMA 68950 Claire Enders 
Email from Eddy Cue to Steve Jobs re: 
iTunes UMG Track Pricing Analysis, 
dated March 9, 2007 (RESTRICTED) 


COA 330 DiMA 68951 Claire Enders 
Email from Steve Jobs to Eddy Cue re: 
iTunes UMG Track Pricing Analysis, 
dated March 9, 2007 (RESTRICTED) 


COA 331 DiMA 20331-20335 Claire Enders 


Napster Summary of of Record 
Company Subscription and Permanent 
Download Agreements 
(RESTRICTED) 


COA 332 DiMA 12265-12277 Claire Enders 
MusicNet Summary of Record 
Company Permanent Download 
Agreements (RESTRICTED) 


COA 333 DiMA 22732-22850 Claire Enders 
RealNetwork/Sony BMG Content 
Integration Agreement, dated April 1, 
2005 (RESTRICTED)  


COA 334 DiMA 17237-17284 Claire Enders 
Warner Music/Napster OTA Digital 
Music Download Agreement, dated 
November 13, 2003 (RESTRICTED) 


COA 335 DiMA 3210-3254 Claire Enders 
iTunes Store Tracker Program Final 
Report – 2006 CYQ4, dated January 
2007 (RESTRICTED) 


COA 336   Exhibits COA 336 to COA 399 have 
been intentionally omitted 


COA 400 RIAA 7732-7759 Claire Enders 
Apple/EMI Digital Music Download 
Agreement, dated April 7, 2003 
(RESTRICTED) 


COA 401 RIAA 7760-7762 Claire Enders 
Apple/EMI 1st Amendment to the 
Digital Music Download Agreement, 
dated April 7, 2003 (RESTRICTED) 


COA 402 RIAA 7763-7770 Claire Enders 
Apple/EMI 2nd Amendment to the 
Digital Music Download Agreement, 
dated April 7, 2003 (RESTRICTED) 
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COA 403 RIAA 8235-8240 Claire Enders 
Apple/EMI 4th Amendment to the 
Digital Music Download Agreement, 
dated March 27, 2007 (RESTRICTED) 


COA 404 RIAA 8246-8255 Claire Enders 
Apple/EMI 5th Amendment to the 
Digital Music Download Agreement, 
dated April 1, 2007 (RESTRICTED) 


COA 405 RIAA 8264-8271 Claire Enders 


Apple/EMI Amended and Restated 5th 
Amendment to the Digital Music 
Download Agreement, dated April 1, 
2007 (RESTRICTED) 


COA 406 RIAA 10890-10918 Claire Enders 
Apple/Sony Digital Music Download 
Agreement, dated June 11, 2004 
(RESTRICTED) 


COA 407 RIAA 13429-13432 Claire Enders 
Apple/Sony 1st Amendment to the 
Digital Music Download Agreement, 
dated October 8, 2003 (RESTRICTED) 


COA 408 RIAA 13498-13517 Claire Enders 
Apple/BMG Digital Music Download 
Agreement, dated January 1, 2003 
(RESTRICTED) 


COA 409 RIAA 13518-13524 Claire Enders 
Apple/BMG 3rd Amendment to the 
Digital Music Download Agreement, 
dated January 1, 2003 (RESTRICTED) 


COA 410 RIAA 13525-13547 Claire Enders 
Apple/BMG 1st Amendment to the 
Digital Music Download Agreement, 
dated January 1, 2003 (RESTRICTED) 


COA 411 RIAA 13548-13552 Claire Enders 


Apple/Sony Renewal & 2nd 
Amendment to the Digital Music 
Download Agreement, dated April 3, 
2003 (RESTRICTED) 


COA 412 RIAA 13553-13625 Claire Enders 


Apple/Sony Renewal & 2nd 
Amendment to the Digital Music 
Download & Digital Music Download 
Agreement, dated April 3, 2003 
(RESTRICTED) 


COA 413 RIAA 13626-13628 Claire Enders 
Apple/BMG 1st Amendment to the 
Digital Music Download Agreement, 
dated January 1, 2003 (RESTRICTED) 


COA 414 RIAA 13629 Claire Enders 
Apple/BMG 4th Amendment to the 
Digital Music Download Agreement, 
dated January 1, 2003 (RESTRICTED) 
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COA 415 RIAA 13630-13636 Claire Enders 


Apple/BMG Renewal & 2nd 
Amendment to the Digital Music 
Download Agreement, dated January 1, 
2003 (RESTRICTED) 


COA 416 RIAA 13762-13792 Claire Enders 
Apple/Sony Digital Music Download 
Agreement, dated April 3, 2003 
(RESTRICTED) 


COA 417 RIAA 18329-18357 Claire Enders 
Apple/Universal Sound Recordings 
Agreement, dated December 13, 2002 
(RESTRICTED) 


COA 418 RIAA 18358-18371 Claire Enders 


Apple/Universal 2nd Amendment to 
Universal Sound Recordings 
Agreement, dated December 13, 2002 
(RESTRICTED) 


COA 419 RIAA 18431-18471 Claire Enders 
Apple/Universal Sound Recordings 
Agreement, dated December 13, 2002 
(RESTRICTED) 


COA 420 RIAA 18472-18485 Claire Enders 


Apple/Universal 1st Amendment to the 
Amended Universal Sound Recordings 
Agreement, dated April 26, 2006 
(RESTRICTED) 


COA 421 RIAA 18486-18500 Claire Enders 


Apple/Universal 3rd Amendment to the 
Universal Sound Recordings 
Agreement, dated October 11, 2005 
(RESTRICTED) 


COA 422 RIAA 20517 Claire Enders 


Apple/Universal 4th Amendment to the 
Amended Universal Sound Recordings 
Agreement, dated April 26, 2007 
(RESTRICTED) 


COA 423 RIAA 24168-24176 Claire Enders 
Apple/Warner Amendment of Digital 
Music Download Agreement, dated 
October 11, 2005 (RESTRICTED) 


COA 424 RIAA 24177-24178 Claire Enders 


Apple/Warner 1st Amendment to the 
Digital Music Download Agreement, 
dated November 25, 2002 
(RESTRICTED) 


COA 425 RIAA 24179 Claire Enders 


Apple/Warner 2nd Amendment to the 
Digital Music Download Agreement, 
dated December 23, 2003 
(RESTRICTED) 
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COA 426 RIAA 24180 Claire Enders 


Apple/Warner 3rd Amendment to the 
Digital Music Download Agreement, 
dated January 27, 2004 
(RESTRICTED) 


COA 427 RIAA 24181 Claire Enders 


Apple/Warner 4th Amendment to the 
Digital Music Download Agreement, 
dated February 27, 2004 
(RESTRICTED) 


COA 428 RIAA 24182-24185 Claire Enders 


Apple/Warner 5th Amendment to the 
Digital Music Download Agreement, 
dated November 25, 2002 
(RESTRICTED) 


COA 429 RIAA 24186-24187 Claire Enders 


Apple/Warner 6th Amendment to the 
Digital Music Download Agreement, 
dated November 25, 2002 
(RESTRICTED) 


COA 430 RIAA 24188-24206 Claire Enders 
Apple/Warner Digital Music Download 
Agreement, dated November 25, 2002 
(RESTRICTED) 


COA 431 RIAA 24261-24300 Claire Enders 
Apple/Warner Digital Music Download 
Agreement, dated April 28, 2006 
(RESTRICTED) 


COA 432 RIAA 38536-38541 Claire Enders 
Apple/Warner Amendment to Digital 
Music Download  Agreement, dated 
March 1, 2007 (RESTRICTED) 


COA 433 RIAA 38542-38546 Claire Enders Apple/Warner Letter Agreement, dated 
April 5, 2007 (RESTRICTED) 


COA 434 DiMA 3425-3432 Claire Enders 


Apple/EMI Amended and Restated 5th 
Amendment to the Digital Music 
Download Agreement, dated April 1, 
2007 (RESTRICTED) 


COA 435 DiMA 3433-3436 Claire Enders 
Apple/EMI Digital Content Supply 
Agreement, dated March 28, 2006 
(RESTRICTED) 


COA 436 DiMA 3437-3482 Claire Enders 
Apple/EMI Extension of Digital Music 
Download Agreement, dated April 25, 
2006 (RESTRICTED) 


COA 437 DiMA 3530-3536 Claire Enders 


Apple/Sony BMG 3rd Amendment to 
the Digital Music and Video Download 
Agreement, dated April 28, 2006 
(RESTRICTED) 
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COA 438 DiMA 3537-3567 Claire Enders 
Apple/Sony Digital Music Download 
Agreement, dated April 3, 2003 
(RESTRICTED) 


COA 439 DiMA 3568-3569 Claire Enders 
Apple/Sony 1st Amendment to the 
Digital Music Download Agreement, 
dated October 8, 2003 (RESTRICTED) 


COA 440 DiMA 3570-3574 Claire Enders 


Apple/Sony Renewal and 2nd 
Amendment to the Digital Music 
Download Agreement, dated April 3, 
2003 (RESTRICTED) 


COA 441 DiMA 3575 Claire Enders 
Apple/Sony Amendment to the Digital 
Music and Video Download Agreement, 
dated April 22, 2007 (RESTRICTED) 


COA 442 DiMA 3576 Claire Enders 


Apple/Sony BMG Amendment to the 
Digital Music and Video Download 
Agreement, dated May 30, 2007 
(RESTRICTED) 


COA 443 DiMA 3577 Claire Enders 


Apple/Sony BMG Amendment to the 
Digital Music and Video Download 
Agreement, dated June 15, 2007 
(RESTRICTED) 


COA 444 DiMA 3578-3599 Claire Enders 


Apple/Sony BMG 4th Amendment to 
the Digital Music and Video Download 
Agreement, dated April 28, 2006 
(RESTRICTED) 


COA 445 DiMA 3600-3643 Claire Enders 
Apple/Sony BMG Digital Music and 
Video Download Agreement, dated 
April 28, 2006 (RESTRICTED) 


COA 446 DiMA 3656 Claire Enders 


Apple/Universal 1st Amendment to the 
Universal Sound Recordings 
Agreement, dated December 13, 2002 
(RESTRICTED) 


COA 447 DiMA 3657 Claire Enders 


Apple/Universal Amendment to the 
Universal Sound Recordings 
Agreement, dated June 26, 2007 
(RESTRICTED) 


COA 448 DiMA 3658-3663 Claire Enders 


Apple/Sony BMG 2nd Amendment to 
the Amended Universal Sound 
Recordings Agreement, dated April 28, 
2006 (RESTRICTED) 
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COA 449 DiMA 3664-3683 Claire Enders 
Apple/Universal Sound Recordings 
Agreement, dated December 13, 2002 
(RESTRICTED) 


COA 450 DiMA 3684 Claire Enders 


Apple/Universal 4th Amendment to the 
Amended Universal Sound Recordings 
Agreement, dated April 28, 2006 
(RESTRICTED) 


COA 451 DiMA 3685-3690 Claire Enders 


Apple/Universal 2nd Amendment to the 
Universal Sound Recordings 
Agreement, dated December 13, 2002 
(RESTRICTED) 


COA 452 DiMA 3691-3733 Claire Enders 
Apple/Universal Sound Recordings 
Agreement, dated December 13, 2002 
(RESTRICTED) 


COA 453 DiMA 3744-3773 Claire Enders 
Apple/Warner Digital Music Download 
Agreement, dated November 25, 2002 
(RESTRICTED) 


COA 454 DiMA 3774-3794 Claire Enders 
Apple/Warner Digital Music Download 
Agreement, dated April 28, 2006 
(RESTRICTED) 


COA 455 DiMA 3795-3800 Claire Enders 
Apple/Warner Amendment to Digital 
Music Download Agreement, dated 
March 1, 2007 (RESTRICTED) 


COA 456 DiMA 3801-3802 Claire Enders 
Apple/Downtown Records Free Single 
of the Week Agreement, dated 
December 18, 2006 (RESTRICTED) 


COA 457 DiMA 3803-3804 Claire Enders 
Apple/Atlantic Records Free Single of 
the Week Agreement, dated January 19, 
2006 (RESTRICTED) 


COA 458 DiMA 3805-3807 Claire Enders 
Apple/Warner Free Single of the Week 
Agreement, dated March 6, 2007 
(RESTRICTED) 


COA 459 DiMA 4029-4030 Claire Enders DiMA Member Companies Financial 
Summary (RESTRICTED) 


COA 460 DiMA 4052-4053 Claire Enders DiMA Financial Summary, 2002-2006 
(RESTRICTED) 


COA 461 DiMA 3808-3832 Claire Enders Apple iTunes P&L (Third Quarter 2003-
Third Quarter 2007) (RESTRICTED) 


COA 462 DiMA 11651-11669 Claire Enders MusicNet Revenue Model 
(RESTRICTED) 
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COA 463 DiMA 12910 Claire Enders MusicNet, Inc. Revenue 
(RESTRICTED) 


COA 464 DiMA 9157-9160 Claire Enders MusicNet, Statement of Operations, 
dated December 2004 (RESTRICTED) 


COA 465 DiMA 3953-3955 Claire Enders 
MusicNet, Consolidated Statement of 
Operations, dated December 2005 
(RESTRICTED) 


COA 466 DiMA 9168-9170 Claire Enders 
MusicNet, Consolidated Statement of 
Operations, dated August 2006 
(RESTRICTED) 


COA 467 DiMA 12911-12913 Claire Enders 
MusicNet, Statement of Operations, 
dated December 31, 2006 
(RESTRICTED) 


COA 468 DiMA 9161-9164 Claire Enders 
MusicNet, Consolidated Statement of 
Operations, 2001-August 2006 
(RESTRICTED) 


COA 469 DiMA 9144-9155 Claire Enders MusicNet, Balance Sheet, dated 
December 31 (RESTRICTED) 


COA 470 DiMA 11825-11829 Claire Enders MusicNet, YTD Operating Summary 
(RESTRICTED) 


COA 471 DiMA 12024-12027 Claire Enders MusicNet Historical and Projected 
Financials (RESTRICTED) 


COA 472 DiMA 11844-11846 Claire Enders MusicNet, Estimated P&L, dated 
January 2006 (RESTRICTED) 


COA 473 DiMA 11836-11841 Claire Enders MusicNet, Business Plan 2006 
(RESTRICTED) 


COA 474 DiMA 11813-11818 Claire Enders 
MusicNet U.S.-U.K, Cash flow, 
Business Plan 2007/2008 
(RESTRICTED) 


COA 475 DiMA 11615-11621 Claire Enders MusicNet Gross Profit 
(RESTRICTED) 


COA 476 DiMA 9142 Claire Enders 
MusicNet, Cost Incurred for 
Development of New Technologies 
(RESTRICTED) 


COA 477 DiMA 12090 Claire Enders MusicNet, Technology Invested/Product 
Development (RESTRICTED) 


COA 478 DiMA 9156 Claire Enders MusicNet, Capital Investment Analysis 
(RESTRICTED) 
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COA 479 DiMA 12521-12522 Claire Enders MusicNet Distributor Analysis 
(RESTRICTED) 


COA 480 DiMA 9140-9141 Claire Enders Data Provided By MusicNet with LECG 
Comments (RESTRICTED) 


COA 481 DiMA 13335-13342 Claire Enders MusicNet Economics (RESTRICTED) 


COA 482 DiMA 3913-3931 Claire Enders 
Napster U.S. Income Statements, 
Subscriber Data, and Gross Margin Data 
(RESTRICTED) 


COA 483 DiMA 22180-22187 Claire Enders Napster US Actuals (RESTRICTED) 


COA 484 DiMA 23113-23118 Claire Enders RealNetworks Operating Expenses 
(RESTRICTED) 


COA 485 DiMA 45638-45652 Claire Enders Napster Operating Expenses 
(RESTRICTED) 


COA 486 DiMA 22296-22306 Claire Enders Napster, Quarterly P&L Worldwide 
(RESTRICTED) 


COA 487 DiMA 22188-22212 Claire Enders Napster Subscriber Metrics 
(RESTRICTED) 


COA 488 DiMA 21470-21667 Claire Enders Napster 5-Year Model Back-Up Data 
(RESTRICTED) 


COA 489   Exhibits COA 489 to COA 699 have 
been intentionally omitted 


COA 700 RIAA 18066-18088 Helen Murphy 
Universal Music Group in 2003 and 
Today, dated May 2006 
(RESTRICTED) 


COA 701 RIAA 14988-14991 Helen Murphy 
Sony BMG Music Entertainment 
Financial Trends 2008-2009 
(RESTRICTED) 


COA 702 RIAA 39183-39273 Helen Murphy WMG 5-Year Digital Revenue Forecast 
(RESTRICTED) 


COA 703 RIAA 7182 Helen Murphy EMI Physical and Digital Revenue 
Forecast (RESTRICTED) 


COA 704 RIAA 2923-2988 Helen Murphy 


EMI Operating Board, Strategies for 
Growth at EMI Music – and the 
Associated Organizational Changes, 
dated May 16, 2005 (RESTRICTED) 


COA 705 RIAA 15271-15331 Helen Murphy RIAA Shipment Data (RESTRICTED) 


COA 706 RIAA 15421-15437 Helen Murphy RIAA Shipment Data  (RESTRICTED) 
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COA 707 RIAA 18173-18183 Helen Murphy Universal Music Group, New Business 
Models (RESTRICTED) 


COA 708 RIAA 2119-2173 Helen Murphy 
The EMI Group, New Media & 
Strategy: A discussion paper 
(RESTRICTED) 


COA 709 RIAA 17889-17901 Helen Murphy 
Universal Music Group,UMG Digital 
Business Review: 3-5 Year Plan, dated 
August 31, 2006 (RESTRICTED) 


COA 710 RIAA 13168-13214 Helen Murphy 


Universal Music Group Presentation, 
Merrill Lynch Media & Entertainment 
Conference, dated September 14, 2005 
(RESTRICTED) 


COA 711 RIAA 13273-13302 Helen Murphy 
Sony/BMG Music Entertainment, GDB 
Staff Meeting,  dated December 2006 
(RESTRICTED) 


COA 712 RIAA 53238 Helen Murphy 
Universal Music Group, Digitization 
Cost  2005-2007 YTD 
(RESTRICTED) 


COA 713 RIAA 580 Helen Murphy EMI Music – IT Capex Summary 
(RESTRICTED) 


COA 714 RIAA 24962-24975 Helen Murphy WBR Family of Labels, 2007 Budget 
Round 2, (RESTRICTED) 


COA 715 RIAA 24940-24950 Helen Murphy Atlantic Records, 2007  Budget Round 
2, (RESTRICTED) 


COA 716 RIAA 26014-26024 Helen Murphy Rhino Records, 2007  Budget – Round 1 
(RESTRICTED)  


COA 717 RIAA 8423-8430 Helen Murphy 
All Labels Combined: BMG, EMI, 
Polygram, Sony, Sony/BMG, UMG & 
WMG (RESTRICTED)  


COA 718 RIAA 15212-15216 Helen Murphy Record Label Employees Data 
(RESTRICTED) 


COA 719 RIAA 10506-10507 Helen Murphy Sony BMG Income Statement U.S. 
Only 2000-2002 (RESTRICTED) 


COA 720 RIAA 14837-14838 Helen Murphy Sony BMG Income Statement U.S. 
Only 2003-2006  (RESTRICTED) 


COA 721 RIAA 22001-22030 Helen Murphy WMG/ Income Statements, 2006 
(RESTRICTED) 
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COA 722 RIAA 20435 Helen Murphy UMG (U.S. Only) Income Statement, 
1999-2005 (RESTRICTED) 


COA 723 RIAA 20474-20475 Helen Murphy UMG Income Statement U.S. Only, 
2006 (RESTRICTED) 


COA 724 RIAA 45559-45578 Helen Murphy EMI Profit and Loss 06/07 – 98/99 
(RESTRICTED) 


COA 725 RIAA 14832-14834 Helen Murphy Sony BMG 2006 Digital Revenue 
Projection (RESTRICTED) 


COA 726 RIAA 14914-14917 Helen Murphy Digital Revenues U.S. 


COA 727 RIAA 24182-24185 Helen Murphy Digital Download Agreement between 
Apple and Warner (RESTRICTED) 


COA 728 RIAA 10539-10540 Helen Murphy Sony BMG Income Statement 2000-
2006(RESTRICTED) 


COA 729 RIAA 24084-24086 Helen Murphy WMG Income Statement Sept 2006 
YTD YTD (RESTRICTED) 


COA 730 RIAA 13246-13272 Helen Murphy 
Sony BMG Global Digital Business – 
Status Update, dated  March 2006 
(RESTRICTED) 


COA 731 RIAA 28564-28584 Helen Murphy WMG Digital Strategy and Business 
Development (RESTRICTED) 


COA 732 RIAA 757 Helen Murphy EMI Profit and Loss U.S. 05/06-98/99 
(RESTRICTED) 


COA 733 RIAA 758 Helen Murphy EMI Music Total Company P&L – 
97/98-91/92 (RESTRICTED) 


COA 734 RIAA 26496-26498 Helen Murphy WMG Income Statement 4th Quarter 
2005 YTD (RESTRICTED) 


COA 735 RIAA 26508-26510 Helen Murphy WMG Income Statement 4th Quarter 
2001 YTD (RESTRICTED) 


COA 736 RIAA 26499-26501 Helen Murphy WMG Income Statement 4th Quarter 
2004 YTD (RESTRICTED) 


COA 737 RIAA 26502-26504 Helen Murphy WMG Income Statement 4th Quarter 
2003 YTD (RESTRICTED) 


COA 738 RIAA 20486 Helen Murphy UMG U.S. Only Income Statement, 
2007 YTD (RESTRICTED) 


COA 739  Helen Murphy Charts and tables attached to Amended 
Murphy Report (RESTRICTED) 
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COA 740   Exhibits COA 740 to COA 899 have 
been intentionally omitted 


COA 900 RIAA 43416-43499 Helen Murphy EMI Group Annual Report 2002 


COA 901 RIAA 44073-44100 Helen Murphy 
EMI Group Preliminary Results 
2005/2006 Presentation 
(RESTRICTED) 


COA 902 RIAA 43940-44005 Helen Murphy EMI JP Morgan High Yield Conference, 
dated 02/05/2006 (RESTRICTED) 


COA 903 RIAA 45559-45560 Helen Murphy EMI Music Total Company P&L – 
Fiscal Year 06/07 (RESTRICTED) 


COA 904 RIAA 45561-45578 Helen Murphy EMI Music Total Company P&L – 
Fiscal Year (RESTRICTED) 


COA 905 RIAA 762-763 Helen Murphy EMI Music Total Company P&L – 
Fiscal Year 05/06 (RESTRICTED) 


COA 906 RIAA 757-758 Helen Murphy 
EMI Music Total Company P&L – 
Fiscal Year 1991-2006 
(RESTRICTED) 


COA 907 RIAA 814 Helen Murphy 
EMI Music Total Company P&L – 
Fiscal Year 1991-2006 
(RESTRICTED) 


COA 908 RIAA 800-803 Helen Murphy EMI  North America P&L Fiscal Year 
1990-1991  (RESTRICTED) 


COA 909 RIAA 796-799 Helen Murphy EMI  North America P&L Fiscal Year 
1991-1992  (RESTRICTED) 


COA 910 RIAA 792-795 Helen Murphy EMI  North America P&L Fiscal Year 
1992-1993  (RESTRICTED) 


COA 911 RIAA 788-791 Helen Murphy EMI  North America P&L Fiscal Year 
1993-1994  (RESTRICTED) 


COA 912 RIAA 784-787 Helen Murphy EMI  North America P&L Fiscal Year 
1994-1995  (RESTRICTED) 


COA 913 RIAA 782-783 Helen Murphy EMI  North America P&L Fiscal Year 
1995-1996  (RESTRICTED) 


COA 914 RIAA 780-781 Helen Murphy EMI  North America P&L Fiscal Year 
1996-1997  (RESTRICTED) 


COA 915 RIAA 778-779 Helen Murphy EMI  North America P&L Fiscal Year 
1997-1998  (RESTRICTED) 


COA 916 RIAA 764-777 Helen Murphy EMI  North America P&L Fiscal Year 
2004-2005  (RESTRICTED) 
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COA 917 RIAA 8369-8384 Helen Murphy EMI Total Company P&L 1997-2004 
(RESTRICTED) 


COA 918 RIAA 759-761 Helen Murphy EMI Total Company P&L 2006 
Forecast (RESTRICTED) 


COA 919 RIAA 46231-46271 Helen Murphy 
EMI Total North America Balance 
Sheet Fiscal Year 1998-2007 
(RESTRICTED) 


COA 920 RIAA 46272-46302 Helen Murphy EMI Total North America Derived Cash 
flow (RESTRICTED) 


COA 921 RIAA 808 Helen Murphy 
EMI Digital Mix – Budgeted Costs 
Fiscal Year 2006/2007 
(RESTRICTED) 


COA 922 RIAA 45557-45558 Helen Murphy EMI Fiscal Year 2005/2006 Top Sellers 
(RESTRICTED) 


COA 923 RIAA 45555-45556 Helen Murphy EMI Fiscal Year 2006/2007 Top Sellers 
(RESTRICTED) 


COA 924 RIAA 10162-10178 Helen Murphy Sony Music Monthly Flash Book, 
March 1997 (RESTRICTED) 


COA 925 RIAA 9650-9737 Helen Murphy Sony Music Flash Book,  March 1996 
(RESTRICTED) 


COA 926 RIAA 10106-10122 Helen Murphy Sony Music Monthly Flash Book, 
March 1997 (RESTRICTED)  


COA 927 RIAA 9738-9830 Helen Murphy Sony Music Monthly Flash Book, 
March 1997 (RESTRICTED) 


COA 928 RIAA 9831-9928 Helen Murphy Sony Music Monthly Flash Book, 
March 1998 (RESTRICTED) 


COA 929 RIAA 10124-10141 Helen Murphy Sony Music Monthly Flash Book, 
March 1998 (RESTRICTED) 


COA 930 RIAA 9929-10030 Helen Murphy Sony Music Monthly Flash Book, 
March 1999 (RESTRICTED) 


COA 931 RIAA 10143-10161 Helen Murphy Sony Music Monthly Flash Book, 
March 1999 (RESTRICTED) 


COA 932 RIAA 10031-10033 Helen Murphy Sony Music Flash Book, March 2000 
(RESTRICTED)  


COA 933 RIAA 10036-10100 Helen Murphy Sony Summary of Revenue, Period 
Ending March 2000 (RESTRICTED) 


COA 934 RIAA 10064-10067 Helen Murphy Columbia Records Group March 2000 
Flash Summary (RESTRICTED) 
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COA 935 RIAA 10068-10071 Helen Murphy Epic Records Group March 2000 Flash 
Summary (RESTRICTED) 


COA 936 RIAA 8462-8465 Helen Murphy Nashville Label March 2000 Flash 
Summary (RESTRICTED) 


COA 937 RIAA 8298-8300 Helen Murphy Loud Records March 2000 Flash 
Summary (RESTRICTED) 


COA 938 RIAA 10076-10077 Helen Murphy Red March 2000 Flash Summary 
(RESTRICTED) 


COA 939 RIAA 9426-9462 Helen Murphy Sony Music Monthly Flash Book, 
March 2001 (RESTRICTED) 


COA 940 RIAA 9491 Helen Murphy 
Sony Music Product Line P&L Cost 
Analysis 12 Months Ended March 31, 
2001 (RESTRICTED) 


COA 941 RIAA 9474-9486 Helen Murphy Sony Music Sales Summary By Product 
Line, March 2001 (RESTRICTED) 


COA 942 RIAA 9439-9450 Helen Murphy A&R Income Analysis Period Ended 
March 2001 (RESTRICTED) 


COA 943 RIAA 545-550 Helen Murphy Columbia Records Group March 2001 
Flash Summary (RESTRICTED) 


COA 944 RIAA 8291-8294 Helen Murphy Epic Records Group March 2001 Flash 
Summary (RESTRICTED) 


COA 945 RIAA 8458-8461 Helen Murphy Nashville Label March 2001 Flash 
Summary (RESTRICTED) 


COA 946 RIAA 9423-9425 Helen Murphy Sony Music Flash Book, March 2001 
(RESTRICTED) 


COA 947 RIAA 8295-8297 Helen Murphy Loud Records March 2001 Flash 
Summary (RESTRICTED) 


COA 948 RIAA 9463-9473 Helen Murphy Studio Operations Period Ended March 
2001 (RESTRICTED) 


COA 949 RIAA 9346-9422 Helen Murphy Sony Music Flash Book, March 2002 
(RESTRICTED) 


COA 950 RIAA 9492-9568 Helen Murphy Sony Music Monthly Flash Book, 
March 2003 (RESTRICTED) 


COA 951 RIAA 9569-9649 Helen Murphy Sony Music Monthly Flash Book, 
March 2004 (RESTRICTED) 


COA 952 RIAA 10476-10505 Helen Murphy Sony BMG Music Entertainment 
(RESTRICTED) 
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COA 953 RIAA 10510-10525 Helen Murphy Sony BMG Music Entertainment  
(RESTRICTED) 


COA 954 RIAA 10506-10507 Helen Murphy Sony BMG U.S. Only 2000-2002 
(RESTRICTED) 


COA 955 RIAA 10105 Helen Murphy Sony Music U.S.- Product Line P&L’s 
Cost Analysis (RESTRICTED) 


COA 956 RIAA 14878-14879 Helen Murphy Sony BMG U.S. Only 2000-2006 
(RESTRICTED) 


COA 957 RIAA 10539-10540 Helen Murphy Sony BMG U.S. Only 2000-2006 
(RESTRICTED) 


COA 958 RIAA 14988-14991 Helen Murphy Sony BMG Music Entertainment US 
Millions (RESTRICTED) 


COA 959 RIAA 13220-13225 Helen Murphy 
Sony BMG Mobile Monthly Accrual 
based on Weekly Marketing Reports 
Sony+BMG All REV (RESTRICTED) 


COA 960 RIAA 13226-13231 Helen Murphy 
Sony BMG Online Monthly Label 
Accrual Based on Weekly Marketing 
Reports (RESTRICTED) 


COA 961 RIAA 14832-14834 Helen Murphy US-2006 Digital Revenue Projections In 
US Millions (RESTRICTED) 


COA 962 RIAA 14914-14917 Helen Murphy Digital Revenues US CY 2005-2006 
(RESTRICTED) 


COA 963 RIAA 12906-12915 Helen Murphy Digital Revenues CY 2005-2006 
(RESTRICTED) 


COA 964 RIAA 13246-13272 Helen Murphy 
Sony BMG Global Digital Business 
Status Update March 2006 
(RESTRICTED) 


COA 965 RIAA 13273-13302 Helen Murphy CDB Staff Meeting December 2006 
(RESTRICTED) 


COA 966 RIAA 22-25 Helen Murphy 
BMG Distribution Income Statement for 
the 13 Fiscal Years Ended June 30, 2001 
(RESTRICTED) 


COA 967 RIAA 8431-8435 Helen Murphy BMG Records Core, Digital and 
Provident 2002-2004 (RESTRICTED) 


COA 968 RIAA 10537-10538 Helen Murphy Company 31582 RLG Currency: USD 
(RESTRICTED) 


COA 969 RIA 14865-14866 Helen Murphy Company 31582 RLG Currency: USD 
(RESTRICTED) 
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COA 970 RIAA 14918 Helen Murphy Pro-Forma Balance sheets US 
Operations (RESTRICTED) 


COA 971 RIAA 15203-15208 Helen Murphy Wholesale Dollars, Suggested List 
Dollars, and Personal (RESTRICTED) 


COA 972 RIAA 15209 Helen Murphy Retail, List and Wholesale CD Prices 
(RESTRICTED) 


COA 973 RIAA 8440-8448 Helen Murphy Sony Label Overhead Allocations 
(RESTRICTED) 


COA 974 RIAA 10230-10231 Helen Murphy BMG Distribution Sales by Cal Year 
(RESTRICTED) 


COA 975 RIAA 10180-10229 Helen Murphy 
Sony Music Summary of Revenue 
Period Ended March 30, 2001 
(RESTRICTED) 


COA 976 RIAA 8408-8419 Helen Murphy Sony Discos Core Year Ended 
December 31, 2004 (RESTRICTED) 


COA 977 RIAA 8439 Helen Murphy Sony-BMG Net Sales Revenue 
(RESTRICTED)  


COA 978 RIAA 58008-58011 Helen Murphy SonyBMG Ancillary Income Summary 
2007 (RESTRICTED) 


COA 979 RIAA 10232-10233 Helen Murphy SonyBMG Ancillary Income Summary 
2007 (RESTRICTED) 


COA 980 RIAA 14919 Helen Murphy Unit Analysis-Physical –US exc 
Copyright (RESTRICTED) 


COA 981 RIAA 20435 Helen Murphy UMG/ Income Statement, 1999-2005 
(RESTRICTED) 


COA 982 RIAA 20474-20475 Helen Murphy UMG/ Income Statement, 1995-2006 
(RESTRICTED) 


COA 983 RIAA 20486 Helen Murphy UMG/ Income Statement, 2007 
(RESTRICTED) 


COA 984 RIAA 20443-20460 Helen Murphy UMG/ Income Statement Plans, 2002-
September 2006 (RESTRICTED) 


COA 985 RIAA 20489-20495 Helen Murphy UMG/ Income Statement Plans, 2002, 
2005, 2006 (RESTRICTED) 


COA 986 RIAA 8385 Helen Murphy UMG/ P&L, 2003-2004 
(RESTRICTED) 


COA 987 RIAA 53074 Helen Murphy UMG/ Balance Sheet/ 1999 
(RESTRICTED) 
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COA 988 RIAA 53075 Helen Murphy UMG/ Balance Sheet/ 2000 
(RESTRICTED) 


COA 989 RIAA 53076 Helen Murphy UMG/ Balance Sheet/ 2001 
(RESTRICTED) 


COA 990 RIAA 20438-20442 Helen Murphy UMG/ Balance Sheet/ 2002 
(RESTRICTED) 


COA 991 RIAA 53077 Helen Murphy UMG/ Balance Sheet/ June YTD 2007 
(RESTRICTED) 


COA 992 RIAA 20128-20212 Helen Murphy UMG/ OH Expense/ 2000-2006 
(RESTRICTED) 


COA 993 RIAA 53268-53274 Helen Murphy UMG/ OH by Function/ 2007 
(RESTRICTED)  


COA 994 RIAA 53277 Helen Murphy UMG/ OH Detail/ 2006 
(RESTRICTED) 


COA 995 RIAA 20436 Helen Murphy UMG/ OH by Function, 1999-2005 
(RESTRICTED) 


COA 996 RIAA 17781-17787 Helen Murphy UMG/ OH by Function, 1999-2005 
(RESTRICTED) 


COA 997 RIAA 20370-20376 Helen Murphy UMG/ OH by Function, 2006 
(RESTRICTED) 


COA 998 RIAA 53239 Helen Murphy UMG/ Marketing Detail, 2007 
(RESTRICTED) 


COA 999 RIAA 17788-17793 Helen Murphy UMG/ Marketing Detail, 1999-2005 
(RESTRICTED) 


COA 
1000 RIAA17794-17795 Helen Murphy UMG/Marketing, 1999-2005 


(RESTRICTED) 


COA 
1001 RIAA 20369 Helen Murphy UMG/ Marketing Detail, 2006 


(RESTRICTED) 


COA 
1002 RIAA 20485 Helen Murphy UMG/ Marketing Detail, 2006 


(RESTRICTED) 


COA 
1003 RIAA 20103-20127 Helen Murphy UMG/ P&L Global Report, 2000-2006 


(RESTRICTED) 


COA 
1004 RIAA 20481 Helen Murphy UMG/ P&L Global Report, 2006 


(RESTRICTED)  


COA 
1005 RIAA 53240-53266 Helen Murphy UMG/ P&L Global Report, 2002-


06/2007 (RESTRICTED) 
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COA 
1006 RIAA 20437 Helen Murphy UMG/ Commitment Tracking System 


Spent, 1999-2005 (RESTRICTED) 


COA 
1007 RIAA 20487 Helen Murphy UMG/ A&R Breakdown, 2006 


(RESTRICTED) 


COA 
1008 RIAA 20488 Helen Murphy UMG/ Gross A&R Breakdown, 2006 


(RESTRICTED) 


COA 
1009 RIAA 20423 Helen Murphy 


UMG/ Total Capitalized Recording 
Costs and Advances, 2002-2006 
(RESTRICTED) 


COA 
1010 RIAA 53276 Helen Murphy UMG/ Anti-Piracy Costs, 2000-2007 


(RESTRICTED) 


COA 
1011 RIAA 20377-20378 Helen Murphy UMG/ Royalty Payment Balance, 2000-


2006 (RESTRICTED) 


COA 
1012 RIAA 18173-18183 Helen Murphy UMG/ New Business Models, 06/23/04 


(RESTRICTED) 


COA 
1013 RIAA 17967-17984 Helen Murphy UMG/ Digital Music Sales, 02/2005 


(RESTRICTED) 


COA 
1014 RIAA 18202-18209 Helen Murphy UMG/ Digital Music Business, 


05/17/2005 (RESTRICTED)  


COA 
1015 RIAA 18089-18090 Helen Murphy UMG/ Digital Revenue, 2004-2005 


(RESTRICTED) 


COA 
1016 RIAA 18021-18033 Helen Murphy UMG/ Digital Business Review, 


08/30/2006 (RESTRICTED) 


COA 
1017 RIAA 18011-18020 Helen Murphy 


UMG/ Digital Business Review: 3-5 
Year Plan, 08/31/2006 
(RESTRICTED) 


COA 
1018 RIAA 18161-18172 Helen Murphy UMG/ Digital Revenue Analysis UMG 


vs. WMG, 09/2006 (RESTRICTED) 


COA 
1019 RIAA 20433 Helen Murphy UMG/ Digital Revenue by Partner & 


Service, 2004 (RESTRICTED) 


COA 
1020 RIAA 20432 Helen Murphy UMG/ Digital Revenue by Partner & 


Service, 2005 (RESTRICTED) 


COA 
1021 RIAA 20431 Helen Murphy UMG/ Digital Detail, 1999-2005 


(RESTRICTED) 


COA 
1022 RIAA 20100 Helen Murphy UMG/ Digital Detail, 2006 


(RESTRICTED) 
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COA 
1023 RIAA 20434 Helen Murphy UMG/ E-Business/Mobile Income, 2005 


(RESTRICTED) 


COA 
1024 RIAA 53238 Helen Murphy UMG/ Digitization Costs, 2005-2007 


(RESTRICTED) 


COA 
1025 RIAA 8543-8546 Helen Murphy 


UMG/ Financial Statements for 
Polygram Holding, 1996 
(RESTRICTED) 


COA 
1026 RIAA 20466 Helen Murphy UMG/ Physical Sales Detail, 2000 


(RESTRICTED) 


COA 
1027 RIAA 20467 Helen Murphy UMG/ Physical Sales Detail, 2001 


(RESTRICTED) 


COA 
1028 RIAA 20428 Helen Murphy UMG/ Physical Sales Detail, 2002 


(RESTRICTED) 


COA 
1029 RIAA 20469 Helen Murphy UMG/ Physical Sales Detail, 2003 


(RESTRICTED) 


COA 
1030 RIAA 20470 Helen Murphy UMG/ Physical Sales Detail, 2004 


(RESTRICTED) 


COA 
1031 RIAA 20425 Helen Murphy UMG/ Physical Sales Detail, 2005 


(RESTRICTED) 


COA 
1032 RIAA 20424 Helen Murphy UMG/ Physical Sales Detail, 1999-2005 


(RESTRICTED) 


COA 
1033 RIAA 20101-20102 Helen Murphy UMG/ Physical Sales Detail, 2006 


(RESTRICTED) 


COA 
1034 RIAA 53275 Helen Murphy UMG/ Physical Sales Detail, 2007 


(RESTRICTED) 


COA 
1035 RIAA 20674-20675 Helen Murphy UMG/ Sales, 1999-2001 


(RESTRICTED) 


COA 
1036 RIAA 20678-20679 Helen Murphy UMG/ P&L, 1989-2001 


(RESTRICTED) 


COA 
1037 RIAA 20676-20677 Helen Murphy UMG Sales 2002 (RESTRICTED) 


COA 
1038 RIAA 18066-18088 Helen Murphy 


Universal Music Group in 2003 and 
Today, dated May 2006 
(RESTRICTED) 


COA  
1039 RIAA 17902-17926 Helen Murphy Universal Music Group Presentation, 


dated February 2007 (RESTRICTED) 
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COA 
1040 RIAA 26527-26553 Helen Murphy WMG/ Income Statements, 12/1999 


(RESTRICTED) 


COA 
1041 RIAA 26554-26581 Helen Murphy WMG/ Income Statements, 12/2000 


(RESTRICTED) 


COA 
1042 RIAA 26582-26611 Helen Murphy WMG/ Income Statements, 12/2001 


(RESTRICTED) 


COA 
1043 RIAA 26612-26643 Helen Murphy WMG/ Income Statements, 12/2002 


(RESTRICTED) 


COA 
1044 RIAA 26644-26675 Helen Murphy WMG/ Income Statements, 11/2003 


(RESTRICTED) 


COA 
1045 RIAA 27940-27972 Helen Murphy WMG/ Income Statements, 09/2004 


(RESTRICTED) 


COA 
1046 RIAA 20682-20687 Helen Murphy WMG/ Income Statements- WEA 


Distribution, 12/1998 (RESTRICTED) 


COA 
1047 RIAA 26514-26516 Helen Murphy WMG/ Income Statements- WMUS 


Label, 4th Qtr.1999 (RESTRICTED) 


COA 
1048 RIAA 21154-21161 Helen Murphy WMG/ Income Statements- U.S. Label 


Operations, 11/1999 (RESTRICTED) 


COA 
1049 RIAA 20688-20693 Helen Murphy WMG/ Income Statements- WEA  


Distribution, 12/1999 (RESTRICTED) 


COA 
1050 RIAA 26511-26513 Helen Murphy WMG/ Income Statements- WMUS 


Label, 4th Qtr. 2000 (RESTRICTED) 


COA 
1051 RIAA 21146-21153 Helen Murphy WMG/ Income Statements- U.S. Label 


Operations, 11/2000 (RESTRICTED) 


COA 
1052 RIAA 20694-20699 Helen Murphy WMG/ Income Statements- WEA 


Distribution, 12/2000 (RESTRICTED) 


COA 
1053 RIAA 26508-26510 Helen Murphy WMG/ Income Statements- WMUS 


Label, 4th Qtr. 2001 (RESTRICTED) 


COA 
1054 RIAA 21138-21145 Helen Murphy WMG/ Income Statements- U.S. Label 


Operations, 11/2001 (RESTRICTED) 


COA 
1055 RIAA 20700-20701 Helen Murphy WMG/ Income Statements- WEA 


Distribution, 12/2001 (RESTRICTED) 


COA 
1056 RIAA 26505-26507 Helen Murphy WMG/ Income Statements- WMUS 


Label, 4th Qtr. 2002 (RESTRICTED) 


COA 
1057 RIAA 21130-21137 Helen Murphy WMG/ Income Statements- U.S. Label 


Operations, 11/2002 (RESTRICTED) 
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COA 
1058 RIAA 39360-39361 Helen Murphy WMG/ Income Statements- WEA 


Distribution, 11/2002 (RESTRICTED) 


COA 
1059 RIAA 22118-22136 Helen Murphy 


WMG/ Income Statements- WMG 
Country United States, 09/2002 
(RESTRICTED) 


COA 
1060 RIAA 26502-26504 Helen Murphy WMG/ Income Statements- WMUS 


Label, 4th Qtr. 2003 (RESTRICTED) 


COA 
1061 RIAA 21122-21129 Helen Murphy WMG/ Income Statements- U.S. Label 


Operations, 11/2003 (RESTRICTED) 


COA 
1062 RIAA 39362-39363 Helen Murphy WMG/ Income Statements- WEA 


Distribution, 11/2003 (RESTRICTED) 


COA 
1063 RIAA 22098-22117 Helen Murphy 


WMG/ Income Statements- WMG 
Country United States, 09/2003 
(RESTRICTED) 


COA 
1064 RIAA 26499-26501 Helen Murphy WMG/ Income Statements- WMUS 


Label, 4th Qtr. 2004 (RESTRICTED) 


COA 
1065 RIAA 39370-39381 Helen Murphy WMG/ Income Statements- WMUS 


Label, 09/2004 (RESTRICTED) 


COA 
1066 RIAA 21110-21121 Helen Murphy WMG/ Income Statements- WMUS 


Label, 09/2004 (RESTRICTED) 


COA 
1067 RIAA 28429-28463 Helen Murphy WMG/ Income Statements, 2004 


(RESTRICTED) 


COA 
1068 RIAA 39646-39648 Helen Murphy WMG/ Income Statements- WMG 


Parent, 09/2004 (RESTRICTED) 


COA 
1069 RIAA 28526-28543 Helen Murphy 


WMG/ Income Statements- WMG 
Country United States, 2nd Qtr. 2004 
(RESTRICTED) 


COA 
1070 RIAA 8420-8422 Helen Murphy WMG/ Income Statements- Total US 


Labels, 09/2004 (RESTRICTED) 


COA 
1071 RIAA 26496-21109 Helen Murphy WMG/ Income Statements- WMUS 


Label, 4th Qtr. 2005 (RESTRICTED) 


COA 
1072 RIAA 28464-28495 Helen Murphy WMG/ Income Statements, 2005 


(RESTRICTED)  


COA 
1073 RIAA 39649-39651 Helen Murphy WMG/ Income Statements- WMG 


Parent, 09/2005 (RESTRICTED) 


COA 
1074 RIAA 21975-21980 Helen Murphy 


WMG/ Income Statements- WMG 
Country United States, 2nd Qtr. 2005 
(RESTRICTED) 
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COA 
1075 RIAA 24069-24071 Helen Murphy WMG/ Income Statements- WMUS 


Label, 03/2006  (RESTRICTED)  


COA 
1076 RIAA 24075-24077 Helen Murphy WMG/ Income Statements-WMUS 


Label, 06/2006 (RESTRICTED) 


COA 
1077 RIAA 24081-24083 Helen Murphy WMG/ Income Statements- WMUS 


Label, 09/2006 (RESTRICTED) 


COA 
1078 RIAA 24084-24086 Helen Murphy WMG/ Income Statements- WMUS 


Label, 09/2006 (RESTRICTED) 


COA 
1079 RIAA 24057-24059 Helen Murphy WMG/ Income Statements- WMUS 


Label, 12/2006 (RESTRICTED) 


COA 
1080 RIAA 26518-26520 Helen Murphy WMG/ Income Statements- WMUS 


Label, 4th Qtr. 2006 (RESTRICTED) 


COA 
1081 RIAA 23788-23791 Helen Murphy 


WMG/ Income Statements- Summary 
by Entity Total U.S. Label, 2006 YTD 
(RESTRICTED) 


COA 
1082 RIAA 23785-23787 Helen Murphy 


WMG/ Income Statements- Summary 
by Entity Total U.S. Label, 2006 QTD 
(RESTRICTED) 


COA 
1083 RIAA 23781-23784 Helen Murphy 


WMG/ Income Statements- Summary 
by Entity Total U.S. Label, 2006 QTD 
(RESTRICTED) 


COA 
1084 RIA  23778-23780 Helen Murphy 


WMG/ Income Statements- Summary 
by Entity Total U.S. Label, 2006 QTD 
(RESTRICTED) 


COA 
1085 RIAA 23772-23774 Helen Murphy 


WMG/ Income Statements- Summary 
by Entity Total U.S. Label, 2006 QTD 
(RESTRICTED) 


COA 
1086 RIAA 21083-21097 Helen Murphy WMG/ Income Statements- WMUS 


Label, 09/2006 (RESTRICTED) 


COA 
1087 RIAA 22001-22030 Helen Murphy WMG/ Income Statements,  2006 


(RESTRICTED) 


COA 
1088 RIAA 39652-39655 Helen Murphy WMG/ Income Statements, 09/2006 


(RESTRICTED) 


COA 
1089 RIAA 21981-21986 Helen Murphy 


WMG/ Income Statements- WMH 
Country United States, 2nd Qtr. 2006 
(RESTRICTED) 


COA 
1090 RIAA 24063-24065 Helen Murphy WMG/ Income Statements- WMUS, 


12/2007 (RESTRICTED) 
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COA 
1091 RIAA 23775-23777 Helen Murphy WMG/ Income Statements- Total US 


Labels, 2007 (RESTRICTED) 


COA 
1092 RIAA 39409-39423 Helen Murphy WMG/ Income Statements- WMUS 


Label, 06/2007 (RESTRICTED) 


COA 
1093 RIAA 39642-39645 Helen Murphy WMG/ Income Statements- WMG 


Parent, 03/2007 (RESTRICTED) 


COA 
1094 RIAA 28403-28408 Helen Murphy WMG/ Balance Sheets, 11/2002 


(RESTRICTED) 


COA 
1095 RIAA 28399-28402 Helen Murphy WMG/ Balance Sheets, 11/2003 


(RESTRICTED) 


COA 
1096 RIAA 21990-21994 Helen Murphy WMG/ Balance Sheets, 11/2003 


(RESTRICTED) 


COA 
1097 RIAA 21989 Helen Murphy WMG/ Balance Sheets, 09/2004 


(RESTRICTED) 


COA 
1098 RIAA 21988 Helen Murphy WMG/ Balance Sheets, 09/2004 


(RESTRICTED) 


COA 
1099 RIAA 21987 Helen Murphy WMG/ Balance Sheets, 09/2005 


(RESTRICTED) 


COA 
1099 RIAA 21986 Helen Murphy WMG/ Balance Sheets, 09/2006 


(RESTRICTED) 


COA 
1100 RIAA 21050-21067 Helen Murphy 


WMG/ U.S. Label Operations Overhead 
Summary, November 1999 
(RESTRICTED) 


COA 
1101 RIAA 21031-21409 Helen Murphy 


WMG/ U.S. Label Operations Overhead 
Summary Report, November 2000 
(RESTRICTED) 


COA 
1102 RIAA 21009-21030 Helen Murphy 


WMG/ U.S. Label Operations Overhead 
Summary Report, November 2001 
(RESTRICTED) 


COA 
1103 RIAA 20986-21008 Helen Murphy 


WMG/ U.S. Label Operations- 
Overhead Summary Report, November 
2003 (RESTRICTED) 


COA 
1104 RIAA 39424-39442 Helen Murphy 


WMG/ U.S. Label Operations- 
Overhead Expense by Department, 
(RESTRICTED) 


COA 
1105 RIAA 39443-39458 Helen Murphy 


WMG/ U.S. Label Operations- 
Overhead Expense by Department 
(RESTRICTED) 
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COA 
1106 RIAA 25435-25436 Helen Murphy WMG/Corporate Overhead-Summary 


(RESTRICTED) 


COA 
1107 RIAA 23792-23808 Helen Murphy 


WMG/ U.S. Label Operations- 
Overhead Expense by Department 
(RESTRICTED) 


COA 
1108 RIAA 39364-39366 Helen Murphy 


WMG/Expense by Detail Report- U.S. 
Label Operations, September 2004 
(RESTRICTED) 


COA 
1109 RIAA 39367-39369 Helen Murphy 


WMG/Expense by Detail Report- U.S. 
Label Operations, September 2005 
(RESTRICTED) 


COA 
1110 RIAA 20983-20985 Helen Murphy 


WMG/Expense by Detail Report- 
USOPS- U.S. Label Operations, 
November 2005 (RESTRICTED) 


COA 
1111 RIAA 24066-24068 Helen Murphy 


WMG/Expense by Detail Report- 
WMUS Recorded Music Entities, 
March 2006 (RESTRICTED) 


COA 
1112 RIAA 24072-24074 Helen Murphy 


WMG/Expense by Detail Report-
WMUS Recorded Music Entities, June 
2006 (RESTRICTED) 


COA 
1113 RIAA 24078-24080 Helen Murphy 


WMG/Expense by Detail Report- 
WMUS Recorded Music Entities, 
September 2006 (RESTRICTED) 


COA 
1114 RIAA 24054-24056 Helen Murphy 


WMG/Expense by Detail Report- 
WMUS Recorded Music Entities, 
December 2006 (RESTRICTED) 


COA 
1115 RIAA 24060-24062 Helen Murphy 


WMG/Expense by Detail Report- 
WMUS Recorded Music Entities, 
December 2007 (RESTRICTED) 


COA 
1116 RIAA 25351-25367 Helen Murphy Warner Bros.- September 2005 Forecast 


(RESTRICTED) 


COA 
1117 RIAA 25630-25652 Helen Murphy Warner Bros. Family of Labels- 2006 


Budget (RESTRICTED) 


COA 
1118 RIAA 24962-24975 Helen Murphy WBR Family of Labels- 2007 Budget- 


Round 2 (RESTRICTED) 


COA 
1119 RIAA 25128-25141 Helen Murphy 


Warner Music UK- 2007 Budget 
Review Meeting, July 26, 2006 
(RESTRICTED) 







 


 41 


COA 
1120 RIAA 25044-25127 Helen Murphy 


Warner/Chappell Music- Budget 
Presentation, July 26, 2006 
(RESTRICTED) 


COA 
1121 RIAA 38583-38630 Helen Murphy 


WMG Digital Strategy & Business 
Development- 2008 Digital Outlook, 
May 17, 2007 (RESTRICTED) 


COA 
1122 RIAA 28654-28584 Helen Murphy 


WMG Digital Strategy & Business 
Development- 5-Year Digital Revenue 
Forecast Review, May 25, 2006 
(RESTRICTED) 


COA 
1123 RIAA 22585-22600 Helen Murphy 


WMG Digital Revenues- FY07 Budget 
Round 1 U.S. Presentation, June 28, 
2006 (RESTRICTED) 


COA 
1124 RIAA 38671-38677 Helen Murphy 


WMG U.S. Recorded Music Revenues- 
FY08 Budget Round 1, June 28, 2007 
(RESTRICTED) 


COA 
1125 RIAA 38678-38697 Helen Murphy 


WMG Digital Revenues- FY08 Budget 
Round 2, July 31, 2007 
(RESTRICTED) 


COA 
1126 RIAA 22687-22688 Helen Murphy 


WMG Digital Strategy & Business 
Development- 5-Year Digital Revenue 
Forecast, Analyst Report 
(RESTRICTED) 


COA 
1127 RIAA 22548-22584 Helen Murphy WMG 5-Year Digital Revenue 


(RESTRICTED) 


COA  
1128 RIAA 39183-39273 Helen Murphy WMG 5-Year Digital Revenue 


(RESTRICTED) 


COA 
1129 RIAA 26521 Helen Murphy WMG, Digital Revenue Analysis 


(RESTRICTED) 


COA 


1130 
RIAA 25220-25257 Helen Murphy 


WMG 5-Year Digital Revenue- 
November FY07 Forecast, November 
29, 2006 (RESTRICTED) 


COA 
1131 RIAA 45260 Helen Murphy WMG-IT Cost Surrounding Digital 


(RESTRICTED) 


COA 
1132 RIAA 22279-22377 Helen Murphy WMG Digital Revenues-February 


Forecast 2006(RESTRICTED) 


COA 
1133 RIAA 22461-22546 Helen Murphy WMG Digital Revenues-Budget 2007 


(RESTRICTED) 
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COA 
1134 RIAA 22378-22460 Helen Murphy WMG Digital Revenues-Budget 2007 


(RESTRICTED) 


COA 
1135 RIAA 22690-22733 Helen Murphy WMG Digital Revenues-Budget 2007 


(RESTRICTED) 


COA 
1136 RIAA 22689 Helen Murphy WMG Digital Revenues-Budget 2007 


(RESTRICTED) 


COA 
1137 RIAA 22601-22686 Helen Murphy WMG Digital Revenues-Budget 2007 


(RESTRICTED) 


COA 
1138 RIAA 58081-58083 Helen Murphy WMG News Release, WMG Reports 


First Half Results 


COA 
1139 RIAA 58079-58080 Helen Murphy 


Email from Corporate Communications 
re: WMG 1st Half Year End Results 
(RESTRICTED) 


COA 
1140 RIAA 26114 Helen Murphy WMG, Overhead Marketing 


(RESTRICTED) 


COA 
1141 RIAA 25431 Helen Murphy Misc. WMG Financial documents  


(RESTRICTED) 


COA 
1142 RIAA 25432 Helen Murphy Misc. WMG Financial documents  


(RESTRICTED) 


COA 
1143 RIAA 20680-20681 Helen Murphy 


Warner Elektra Atlantic Corporation 
Consolidated Statement of Income and 
Expenses, Period ending December 20, 
1996 (RESTRICTED) 


COA 
1144 RIAA 20935 Helen Murphy Misc. WMG Financial documents  


(RESTRICTED) 


COA 
1145 RIAA 23211 Helen Murphy WMG, Select Financial Information, 


dated May 31, 2004 (RESTRICTED) 


COA 
1146 RIAA 26517 Helen Murphy Misc. WMG Financial documents 


(RESTRICTED) 


COA 
1147 RIAA 24987-25043 Helen Murphy WMI FYE 2006 Presentation 


(RESTRICTED) 


COA 
1148 RIAA 22547 Helen Murphy Misc. WMG Financial documents 


(RESTRICTED) 


COA 
1149 RIAA 25142 Helen Murphy WMI Budget 2007- Top Sellers 2007-


2006-Bud 2006 (RESTRICTED) 


COA 
1150 RIAA 25143-25145 Helen Murphy WMG Sales Stats, 2007 & 2007 


(RESTRICTED) 
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COA 
1151 RIAA 26522-26523 Helen Murphy WMG Data re: Subscription Service 


(RESTRICTED) 


COA 
1152 RIAA 58084 Helen Murphy WMG, Select Financial Information, 


dated May 31, 2004 (RESTRICTED) 


COA 
1153 RIAA 26040 Helen Murphy WMG, RTD Thru Period December 


2006 (Financial) P&L (RESTRICTED) 


COA 
1154 RIAA 26036-26037 Helen Murphy WMG, RTD Thru Period December 


2006 (Financial) P&L (RESTRICTED 


COA 
1155 RIAA 26038-26039 Helen Murphy WMG, RTD Thru Period December 


2006 (Financial) P&L (RESTRICTED) 


COA 
1156 RIAA 25433 Helen Murphy 


WMG, MUR Calculation for the PV-
Over/Under Actuals, 2006 for Budget 
(RESTRICTED) 


COA 
1157 RIAA 25434 Helen Murphy 


WMG, MUR Calculation for the PV-
Over/Under Actuals, 2006 for 
September Present View 
(RESTRICTED) 


COA 
1158 RIAA 26524-26526 Helen Murphy Atlantic Record Group, YTD1999-2005 


(RESTRICTED) 


COA 
1159 RIAA 27937 Helen Murphy Atlantic Record Group, YTD1999-2005 


(RESTRICTED) 


COA 
1160 RIAA 27938 Helen Murphy Atlantic Record Group, YTD1999-2005 


(RESTRICTED) 


COA 
1161 RIAA 27939 Helen Murphy Atlantic Record Group, YTD1999-2005 


(RESTRICTED) 


COA 
1162 RIAA 26490-26492 Helen Murphy Atlantic Record Group, YTD1999-2005 


(RESTRICTED) 


COA 
1163 RIAA 26493-26495 Helen Murphy WMG/ Income Statements- WMUS, 1ST 


Quarter 2006 YTD (RESTRICTED) 


COA 
1164 RIAA 25809-25828 Helen Murphy 


The Atlantic Group- 2006 Original 
Budget, 2005 June Forecast, June 15, 
2005 (RESTRICTED) 


COA 
1165 RIAA 25653-25674 Helen Murphy 


The Atlantic Group- 2006 Original 
Budget, 2005 June Forecast, July 18, 
2005 (RESTRICTED) 


COA 
1166 RIAA 24940-24950 Helen Murphy Atlantic Records- 2007 Budget-Round 2 


(RESTRICTED)  







 


 44 


COA 
1167 RIAA 25876-25882 Helen Murphy 


The Atlantic Group-, 2005 June 
Forecast, June 15, 2005 
(RESTRICTED) 


COA 
1168 RIAA 25258-25273 Helen Murphy Atlantic Records- September 2005 


Forecast (RESTRICTED) 


COA 
1169 RIAA 25438-25451 Helen Murphy Atlantic Records- November 2005 


Forecast (RESTRICTED) 


COA 
1170 RIAA 25939-25975 Helen Murphy 


Atlantic Records- February 2006 
Forecast, March 1, 2006 
(RESTRICTED) 


COA 
1171 RIAA 25544-25555 Helen Murphy Atlantic Records- May 2006 Forecast 


(RESTRICTED) 


COA 
1172 RIAA 25147-25159 Helen Murphy Atlantic Records- 2007 November  


Forecast (RESTRICTED) 


COA 
1173 RIAA 25318-25332 Helen Murphy Incubator- September 2005 Forecast  


(RESTRICTED) 


COA 
1174 RIAA 25907-25922 Helen Murphy Incubator- February 2006 Forecast  


(RESTRICTED) 


COA 
1175 RIAA 25194-25205 Helen Murphy Incubator- November 2006 Forecast  


(RESTRICTED) 


COA 
1176 RIAA 25869-25875 Helen Murphy Rhino Entertainment- 2005 June 


Forecast (RESTRICTED) 


COA 
1177 RIAA 25333-25350 Helen Murphy Rhino Entertainment- September 2005 


Forecast (RESTRICTED) 


COA 
1178 RIAA 25452-25468 Helen Murphy Rhino Entertainment- November 2005 


Forecast (RESTRICTED) 


COA 
1179 RIAA 25846-25861 Helen Murphy Rhino Entertainment- 2006 Budget 


(RESTRICTED) 


COA 
1180 RIAA 25692-25709 Helen Murphy Rhino Entertainment- 2006 Budget 


(RESTRICTED) 


COA 
1181 RIAA 25923-25938 Helen Murphy Rhino Entertainment- February 2006 


Forecast (RESTRICTED) 


COA 
1182 RIAA 25605-25615 Helen Murphy Rhino Entertainment- May 2006 


Forecast (RESTRICTED) 


COA 
1183 RIAA 25207-25219 Helen Murphy Rhino Entertainment- 2007 November  


Forecast- 11/27/2006 (RESTRICTED) 
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COA 
1184 RIAA 26014-26024 Helen Murphy Rhino Entertainment- 2007 Budget- 


Round 1 (RESTRICTED) 


COA 
1185 RIAA 24976-24986 Helen Murphy Rhino Entertainment- 2007 Budget- 


Round 2 (RESTRICTED) 


COA 
1186 RIAA 25437 Helen Murphy Cordless Recordings-Full Year 2006 


Current Forecast (RESTRICTED) 


COA 
1187 RIAA 25206 Helen Murphy RYKO- Full Year 2007 November 


Forecast (RESTRICTED) 


COA 
1188 RIAA 25998-26013 Helen Murphy ADA- 2007 Budget (RESTRICTED) 


COA 
1189 RIAA 24911-24927 Helen Murphy ADA- 2007 Budget (RESTRICTED) 


COA 
1190 RIAA 25490-25503 Helen Murphy ADA- November 2005 Forecast 


(RESTRICTED 


COA 
1191 RIAA 25891-25906 Helen Murphy ADA- February 2006 Forecast 


(RESTRICTED) 


COA 
1192 RIAA 25577-25591 Helen Murphy ADA- May 2006 Forecast 


(RESTRICTED) 


COA 
1193 RIAA 25180-25193 Helen Murphy ADA- 2007 Forecast (RESTRICTED) 


COA 
1194 RIAA 24928-24939 Helen Murphy  Independent Label Group 2007 Budget 


– Round 2 (RESTRICTED) 


COA 
1195 RIAA 25592-25604 Helen Murphy Independent Label Group May 2006 


Forecast (RESTRICTED) 


COA 
1196 RIAA 25829-25845 Helen Murphy 


Bad Boy 2006 Original Budget, 2005 
June Forecast, dated June 15, 2005 
(RESTRICTED) 


COA 
1197 RIAA 25869-25875 Helen Murphy Rhino Entertainment- 2005 June 


Forecast (RESTRICTED) 


COA 
1198 RIAA 25675-25691 Helen Murphy 


Bad Boy 2006 Original Budget – Round 
2, 2005 June Forecast, dated July 18, 
2005 (RESTRICTED) 


COA 
1199 RIAA 25291-25307 Helen Murphy Bad Boy Records September 2005 


Forecast (RESTRICTED) 


COA 
1200 RIAA 25274-25290 Helen Murphy Bad Boy Records September 2005 


Forecast (RESTRICTED) 


COA 
1201 RIAA 25469-25482 Helen Murphy Bad Boy Records November 2005 


Forecast (RESTRICTED) 
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COA 
1202 RIAA 25504-25516 Helen Murphy Bad Boy Records November 2005 


Forecast – Old (RESTRICTED) 


COA 
1203 RIAA 25976-25991 Helen Murphy Bad Boy Records February 2006 


Forecast (RESTRICTED) 


COA 
1204 RIAA 25556-25569 Helen Murphy Bad Boy May 2006 Forecast, dated May 


17, 2006 (RESTRICTED) 


COA 
1205 RIAA 25160-25172 Helen Murphy Bad Boy Records 2007 November 


Forecast (RESTRICTED) 


COA 
1206 RIAA 24951-24961 Helen Murphy Bad Boy Records 2007 Budget – Round 


2 (RESTRICTED) 


COA 
1207 RIAA 20702-20714 Helen Murphy 


WEA Group – Retail Price – Analysis 
Report (Period Ended 12/19/97) 
(RESTRICTED) 


COA 
1208 RIAA 20897-20937 Helen Murphy 


WEA Distribution: Sales by 
Configuration & Retail Price (Fiscal 
2001) (RESTRICTED) 


COA 
1209 RIAA 20938 Helen Murphy Ryko Corp. Physical Sales Breakdown 


(01/01 through 12/31) (RESTRICTED) 


COA 
1210 RIAA 25710-25723 Helen Murphy WEA Budget 2006 (Round 2) & June 


2005 PV (RESTRICTED) 


COA 
1211 RIAA 25992-25997 Helen Murphy WEA Distribution – 2007 Budget – 


Round 1 (RESTRICTED) 


COA 
1212 RIAA 24892-24910 Helen Murphy WEA Distribution – 2007 Budget – 


Round 2 (RESTRICTED) 


COA 
1213 RIAA 20715-20779 Helen Murphy 


Warner – Retail Price – Analysis Report 
(Period Ending 12/18/98) 
(RESTRICTED) 


COA 
1214 RIAA 20780-20837 Helen Murphy 


Warner – Retail Price – Analysis Report 
(Period Ending 12/17/99) 
(RESTRICTED) 


COA 
1215 RIAA 20838-20896 Helen Murphy 


Warner – Retail Price – Analysis Report 
(Period Ending 12/15/00) 
(RESTRICTED) 


COA 
1216 RIAA 25308-25317 Helen Murphy WEA Distribution September 2005 


Forecast (RESTRICTED) 


COA 
1217 RIAA 25483-25489 Helen Murphy WEA Distribution November 2005 


Forecast (RESTRICTED) 







 


 47 


COA 
1218 RIAA 25883-25890 Helen Murphy WEA Distribution February 2006 


Forecast (RESTRICTED) 


COA 
1219 RIAA 25570-25576 Helen Murphy WEA Distribution May 2006 Forecast 


(RESTRICTED) 


COA 
1220 RIAA 25173-25179 Helen Murphy WEA Distribution November 2007 


Forecast (RESTRICTED) 


COA 
1221 RIAA 25368-25430 Helen Murphy 


Maverick & Word Entertainment – 
September 2005 Forecast 
(RESTRICTED) 


COA 
1222 RIAA 58190 Helen Murphy EMI License Income Detail Fiscal Year 


2003-2007 (RESTRICTED) 


COA 


1223 
RIAA 59283 Helen Murphy UMG/ Anti-Piracy Expenses, 2006 


(RESTRICTED) 


COA 
1224 RIAA 59636-59641 Helen Murphy UMG/ OH by Department/ 2005 


(RESTRICTED) 


COA 
1225 RIAA 59628-59635 Helen Murphy UMG/ OH by Department/ 2004 


(RESTRICTED) 


COA 
1226 RIAA 59642 Helen Murphy UMG/ Digital Revenue by Partner, 


2004-2007 (RESTRICTED) 


COA 
1227 RIAA 58852-58853 Helen Murphy Sony Physical Sales, 2005-2007 


(RESTRICTED) 


COA 
1228 RIAA 59644 Helen Murphy UMG/ CD Net Sales and Manufacturing 


Costs, 2002-2006 (RESTRICTED) 


COA 
1229 RIAA 58886-58894 Helen Murphy Sony Global Digital Pricing, 10/10/2004 


(RESTRICTED) 


COA 
1230 RIAA 20379-20380 Helen Murphy UMG CD Pricing, effective December 


26, 2005 (RESTRICTED) 


COA 
1231 RIAA 813 Helen Murphy EMI Average Pricing Per Unit 


(RESTRICTED) 


COA 
1232 RIAA 39891-39893 Helen Murphy EMI Mobile Price Card, dated October 


2006 (RESTRICTED) 


COA 
1233 RIAA 39885-39888 Helen Murphy EMI Price Card, effective October 9, 


2006 (RESTRICTED) 


COA 
1234 RIAA 48495-48499 Helen Murphy Sony BMG Rate Card, updated on 


August 13, 2007 (RESTRICTED) 


COA 
1235 RIAA 21098-21109 Helen Murphy WMG Income Statement, dated 


September 2005 (RESTRICTED) 
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COA 
1236 RIAA 21984-21986 Helen Murphy WMG Income Statement, 2nd Quarter 


2006 YTD (RESTRICTED) 
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Before the
COPYRIGHT ROYALTY JUDGES


LIBRARY OF CONGRESS
Washington, D.C.


In the Matter of


Mechanical and Digital Phonorecord Delivery Rate
Adjustment Proceeding


Docket No. 2006-3 CRB DPRA


DECLARATION AND RULE 11 CERTIFICATION OF DAVID W. BROWN
REGARDING PROTECTED MATERIALS SUBMITTED BY
NATIONAL MUSIC PUBLISHERS' ASSOCIATION, INC.,


THE SONGWRITERS GUILD OF AMERICA AND
THE NASHVILLE SONGWRITERS ASSOCIATION INTERNATIONAL


1. I am an attorney with the law firm of Paul, Weiss, Rifkind,


Wharton & Garrison LLP ("Paul Weiss") with an office at 1285 Avenue of the Americas,


New York, New York 10019.


2. I am authorized to submit this declaration on behalf of National


Music Publishers' Association, Inc., the Songwriters Guild of America and the Nashville


Songwriters Association International (collectively, the "Copyright Owners").


3. Pursuant to paragraph 10(b) of the Protective Order entered in this


proceeding on March 13, 2007, and consistent with the requirements of Rule 11, this


declaration pertains to certain information designated as Restricted by the Copyright


Owners that is contained in the amended expert report of William Landes submitted by


the Copyright Owners. Such information (the "Redacted Information") is set forth on the


Copyright Owners' Redaction Log, which is attached as Exhibit A.


4. I have reviewed the Redacted Information. To the best of my


knowledge, information and belief, formed after an inquiry reasonable under the


circumstances, all of the Redacted Information meets the definition of "Restricted







Information" as set forth in the Protective Order. Such information is proprietary, not


available to the public, commercially sensitive, or otherwise constitutes highly


confidential business or financial information. If such information were to become


public, it would competitively disadvantage the Copyright Owners or provide a


competitive advantage to the Copyright Owners' competitors. Thus, I declare that under


the provisions of the Protective Order good cause exists for the treatment of the Redacted


Information as Protected Material in this proceeding.


5. Pursuant to 28 U.S.C. § 1746,1 hereby declare under penalty of


perjury that, to the best of my knowledge, information, and belief, the foregoing is true


and correct.


Date: October 28, 2007







EXHIBIT A







Before the
COPYRIGHT ROYALTY JUDGES


LIBRARY OF CONGRESS
Washington, D.C.


In the Matter of


Mechanical and Digital Phonorecord Delivery Rate
Adjustment Proceeding


Docket No. 2006-3 CRB DPRA


REDACTION LOG OF NATIONAL MUSIC PUBLISHERS' ASSOCIATION, INC., THE
SONGWRITERS GUILD OF AMERICA'S AND THE NASHVILLE SONGWRITERS


ASSOCIATION INTERNATIONAL


Expert Report of William Landes


Witness


William Landes


Redacted Material of
Copyright Owners


p. 40: redactions 1, 2, 3


Description


Restricted commercially sensitive
information concerning royalties





